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Accountancy in the United States and Canada* 


By FREDERICK H. HURDMAN 


Your committee on arrangements has invited me to address 
this session of your convention as a representative of the American 
Institute of Accountants. Much as I appreciate the honor that 
has been accorded me, I must confess, nevertheless, that I have 
approached this address with a certain amount of misgiving, 
having particular regard to the difficulty of choosing a subject of 
sufficiently international scope to interest both yourselves and 
my fellow guests. 

It appears to me that the subject of most interest from an inter- 
national viewpoint is a comparison of the developments of our 
profession in this country and in my own, and although I believe 
this subject has been dealt with in the past I can assure you that, 
speaking for the United States at least, recent developments 
appear to justify an attempt to bring it up to date in the hope 
that the experiences of the last few years may be of mutual 
benefit. 

I shall, naturally, not attempt to deal with developments out- 
side the United States and Canada and, since it will obviously be 
unnecessary to tell the Canadian members present at a gathering 
of this kind much about the development of their own societies, I 
must be pardoned if I appear to devote the greater part of this 
address to the development in the United States and if I deal with 
that country’s affairs first and later bring in your own historical 
details for the purpose of comparison. It would be useless to 
attempt to dwell on recent developments without giving a little 
of the history leading up to existing conditions, and I shall, there- 
fore, start by sketching as briefly as possible the early growth of 
the profession. 


* Address delivered at a joint meeting of the Dominion Association of Chartered Accountants 
and the American Institute of Accountants, Toronto, Ontario, September 21, 1928. 
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HISTORY—UNITED STATES 


Little record of any attempt to practise accounting publicly in 
the United States before the year 1866 can be found, and no at- 
tempt at organization appears to have been made until 1887, 
when there was incorporated in New York state the American 
Association of Public Accountants. This body may be considered 
as the forerunner of the American Institute of Accountants aid, as 
such, it is interesting to dwell briefly on its history. 

The Association was discussed in 1886 by six or seven practising 
accountants of very good standing and in the following year a 
certificate of incorporation was obtained, having eight original 
signatories. "The members apparently aimed at a certain amount 
of at least financial exclusiveness, as they fixed the entrance fee at 
an even $100. The objects of the Association were stated to be: 

“To associate into a society or guild for their mutual benefit and advan- 
tage, the best and most capable public accountants practising in the 


United States and through such association to elevate the profession of 
public accountancy as a whole. . .” 


It is interesting to note at this point what high-minded ideals 
were stated and what a high type of membership was obviously 
sought. 

Our first C. P. A. law was that of New York, passed nine years 
later, in 1896. This was followed by the Pennsylvania law in 
1899 and by numerous others in rapid succession. Today each 
of the forty-eight states, as well as Alaska, Hawaii, the Philip- 
pines, Porto Rico and the District of Columbia, has a C. P. A. law. 

The logical consequence of the passage cf the state C. P. A. 
laws was an attempt by the certified public accountants to join 
together for their mutual protection and advantage in the 
same way as the original public accountants had done, and we find 
that in 1897 the first state society of certified public accountants 
was founded in New York. This example was also rapidly fol- 
lowed by other states and numerous societies of similar type were 
formed, the membership, in some cases, being open only to certi- 
fied public accountants of the state concerned. 

This movement was followed by another equally logical step. 
The state societies were increasing in size and importance, but 
were finding themselves of little significance outside their own 
states and of practically no help to the profession when regarded 
from a national point of view. An attempt was made to over- 
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come this difficulty when, in 1902, the Federation of Societies of 
Public Accountants in the United States of America was formed. 
Its objects were stated to be: 

“To link the several existing state societies together under one control, 
for mutual protection and advantage, to promote additional state societies 
of public accountants, to encourage uniform state C. P. A. legislation and 
ultimately to secure recognition from the federal government.” 

There were, thus, at this time two national bodies, the American 
Association of Public Accountants and the Federation of Societies 
of Public Accountants, the membership of the former consisting of 
accountants throughout the country, that of the latter consisting 
of the membership of the state societies. These two organiza- 
tions were apparently considered as overlapping, for in 1905, 
only three years later, they were amalgamated, the name of the 
American Association but the constitution of the Federation 
being adopted. The adoption of this form of constitution appears 
to have been actually a step backward in the search for 
national control as it was found that little discipline could be exer- 
cised over the widely scattered members who were such merely 
by virtue of their membership in the state societies, which were, 
in turn, as societies, affiliated with the national body. Nothing 
was done to overcome this defect, however, until 1915, when a 
special committee of the Association was formed to look into its 
organization. The report of this committee gives a particularly 
fine summary of the conditions existing at that time and draws 
attention to some of the other “growing pains’’ from which the 
profession was suffering. It calls special attention to the difficul- 
ties that were being encountered in the lack of uniformity of state 
laws in the source and type of administrative authority, prelim- 
inary educational requirements, technical requirements, exami- 
nation standards, reciprocal provisions between states and the 
admission, under waiver clauses, of accountants practising at the 
time of passage of C. P. A. acts. 

It was found, to quote one example, that of thirty-nine states 
with C. P. A. laws nine issued certificates which were not accept- 
able as adequate credentials for membership in the Association. 
To quote from the report of the committee: 


“The conclusion is, we think, unavoidable that in some states the title 
C. P. A. is of low repute and even if the impossible were to happen and 
corrective measures were at once adopted in those states, many years would 
pass before the title could command the respect of the business commu- 
a 


323 

















The Journal of Accountancy 








Later the report states: P 


“What then is needed is some form of yardstick which can be applied 
fairly to accountants in every part of the country, which will indicate to 
the business public in every state that the accountant who has been meas- 
ured by it has at least attained to a reasonable minimum in preliminary 
education and professional training, and that subsequently to his admis- 
sion he has conducted himself as an honorable member of the profession.”’ 


The committee recommended the formation of a body, purely 
national in scope, to foster the growth of the profession in numbers 
and influence and to promote and serve the interests of the busi- 
ness public. It suggested that the profession, as represented by 
its national organization, should assume directly the establish- 
ment of uniform standards of admission to, and the maintenance 
of conditions for, membership in the organized body of the pro- 
fession. This was, of course, a return to the underlying idea of 
the original association in 1887. 

The immediate result of the findings of this committee was the 
formation, in 1916, of the American Institute of Accountants to 
assume the membership of the Association, to carry out the pro- 
gramme recommended by the committee and to elevate the 
standards of the profession as a whole. Its objects as stated in 
its by-laws are: 

“To unite the accountancy profession of the United States; to promote 
and maintain high professional and moral standards; to safeguard the 
interests of public accountants; to advance the science of accountancy, to 
develop and improve accountancy education; to provide for the examina- 


tion of candidates for membership, and to encourage cordial intercourse 
among accountants practising in the United States of America.” 


A study of current C. P. A. legislation, both existing and pro- 
posed, shows that there is probably an even greater need today 
than there was then for the carrying out of the programme thus 
entrusted to this body. 

Outstanding features of the by-laws of the American Institute 
are that there has been established as a prerequisite of member- 
ship high standards of preliminary education and subsequent 
theoretical knowledge and practical experience, and that member- 
ship is thrown open to any who can come up to these standards. 
The Institute may recognize, as evidence of acceptability, the 
C. P. A. certificates of many of the states whose standards are 
high, but it conducts its own examinations independently. It 
has done much toward the development of the examination 
standards, and its papers are now being used by a majority of the 
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states for their C. P. A. examinations under arrangements with 
the state authorities. Further examples of its efforts to build a 
profession in the United States can be found in certain out- 
standing achievements, particularly the enforcement of a high 
code of professional ethics; the foundation of a library and of 
bureaus of information, public affairs and placements; the issue 
of its magazine, THE JOURNAL OF ACCOUNTANCY; the sponsoring 
of the publication of a few standard educational works, and its 
coéperation with bankers with the object of obtaining more 
uniform standards in certified statements. In spite of the com- 
mittee’s conclusions as to the hopelessness of obtaining really 
satisfactory recognition for the C. P. A. certificate, the Institute 
has rendered a great amount of help to the state organizations in 
their efforts to build up the standing of that certificate, and the 
matter of examinations is only one of those on which it can be 
found working and coéperating harmoniously with the states for 
the betterment of the profession as a whole. 

In 1921 a body was formed under the name of the American 
Society of Certified Public Accountants. Membership in this 
body is open to all persons holding state certified public account- 
ant certificates, whether they be practising or not. The objects 
of this society are stated to be the protection and fostering of the 
certificate of certified public accountant, the rendering of assist- 
ance to government authorities in regulating the public practice 
of accounting to the end that it may become a legalized profession, 
the improvement of professional standards and the promotion of 
affiliation by C. P. A. organizations in the states. 

Another body, of rather more significance to the public than 
to this paper, is the National Association of Cost Accountants, 
organized in 1919 to deal with a somewhat more specialized 
branch of our work. It throws open its membership to account- 
ing executives, officers of industrial concerns and, in fact, to 
anyone sincerely interested in its objects. It has done scme 
fine progressive and educational work. 


LEGISLATION—-UNITED STATES 


It would perhaps be interesting, now that we have reviewed 
the organizational history of the profession in the United States, 
to go back and make a review of the legislative development. 

We have seen that in 1887, when the American Association was 
incorporated, the fundamental idea was the formation of a na- 
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tional body to build up a profession of high standing, and for some 
time after this it was hoped to effect national legislation. 

Those of you who are at all familiar with the legislative 
history of the United States will realize how jealously the states 
guard their constitutional right to regulate their own internal 
affairs. This feeling soon caused a departure from the old idea 
of national control for the profession and we find that in 1896 
New York led the way with the first C. P. A. law. The second 
law was passed by Pennsylvania in 1899 and there was immedi- 
ately evident a lack of standardization in C. P. A. legislation, for 
whereas the New York authority was vested in an educational 
body, the board of regents, Pennsylvania, having no such edu- 
cational body to which it could delegate this authority, turned to 
its executive departments and authorized the governor to appoint 
a board of examiners. The example of each of these states was 
followed by many others and in time further fundamental differ- 
ences in state laws arose, particularly in the provisions for pre- 
liminary educational requirements, for the conduct and standard 
of examinations, for restriction of practice and for reciprocity. 

The first of these differences, in preliminary education, is 
perhaps the least difficult to overcome, as most of the states are 
becoming aware of the futility of endeavoring to build a stable 
profession with men who have not at least a good, sound general 
education. 

Much progress is also being made with regard to examination 
standards. This work has been one of the particular cares of 
the Institute which I represent and it is particularly gratifying 
to report that thirty-seven jurisdictions are now using the papers 
of that Institute for their C. P. A. examinations. Attention 
might also be called at this point to the work done by the Insti- 
tute some years ago in the successful litigation against an associa- 
tion which was offering C. P. A. certificates to practically anyone 
who cared to sign on the dotted line and pay a nominal fee. 

Restriction of practice is one of the larger problems with which 
the profession is faced. Liberty is such an essential feature of 
the American citizen’s perspective that any attempt at restrictive 
legislation almost immediately causes an outcry by the cashier who 
operates a cash register, pleading that he is an accountant and 
would thus be deprived of his daily bread. On the other hand 
the great spread of advertising and other unethical practices is 
without question a menace to the higher type of practitioner. 
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Wide divergence is apparent on this subject and three main 
types of legislation are now existent. In New York we have an 
example of the first type, in which the C. P. A. certificate is recog- 
nized and practice is permitted by persons not holding that 
certificate provided they do not practise as C. P. A.’s. 

The second type is exemplified by Maryland, where only 
Cc. P. A.’s are allowed to practise but where a large body of 
accountants in practice at the time that the act was passed has 
been permitted to register as public accountants and continue in 
practice until the class becomes extinct. 

The third type gives us pure, unadulterated restriction and is 
found in Oklahoma where the law provides that only C. P. A.’s 
can practise. It is interesting to note, however, that the supreme 
court of Oklahoma has affirmed the opinion that this act is un- 
constitutional in so far as it attempts to restrict the public prac- 
tice of accountancy to the holders of C. P. A. certificates. 

A bill of outstanding interest was the McGinnies bill proposed 
in 1924 in New York state and supported to a large extent by the 
New York State Society of Certified Public Accountants. This 
bill provided for the issuance of certificates by the board. These 
certificates were, in effect, licences to practice and had to be 
renewed annually. They were to be granted to C. P. A.’s and 
to those admitted under a waiver clause. Penalties were pro- 
vided for the practice of accountancy by a person not holding a 
certificate. This bill passed the assembly and the house and was 
then vetoed by the governor mainly on the grounds of objection 
to its restrictive feature. It was followed in the succeeding years 
by many bills of a similar type but none of these ever reached the 
statute book. The question of waiver clauses is closely bound up 
with that of restriction and many accountants hesitate to admit a 
great body of unsatisfactory accountants as C. P. A.’s under such 
a clause in order to obtain restriction—possibly to find subse- 
quently that restriction can not be enforced. 

Reciprocity is another of the larger issues. In 1923 a ques- 
tionnaire was sent out to the states by a committee of the Institute, 
formed to investigate this subject. Great lack of uniformity in 
practice was revealed. Thirty-one states responded; some had 
no reciprocity provisions whatever; some were definitely opposed 
to it and some had legal obstacles preventing it. The difficulty 
is, of course, largely interwoven with the differences of pre- 
liminary education and examination requirements cnd it is not 
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likely that any real progress will be made until these matters have 
been thrashed out. 

I have pointed to many of the differences in state legislation 
but have not, by any means, dealt with them all. It is interest- 
ing, however, to call attention to a few of the exceptional state 
provisions. Illinois, for instance, has two existing accountancy 
laws, one passed in 1903, establishing the C. P. A. certificate; the 
other passed in 1927, specifically avoiding repeal of the former 
act and establishing recognition of public accountants. In addi- 
tion to this Illinois indulged in a most radical piece of legislation 
in 1925 when a law was passed under which existing certified 
public accountants would have been permitted to practise until 
they became extinct and a new group designated “public ac- 
countants’’ would have been recognized and would, in time, have 
made up the profession. It is, perhaps, as well that this meas- 
ure was declared unconstitutional and was repealed in the 
following year. 

In New Hampshire the regulation of public accountants is 
under the control of the bank commissioners and candidates for 
examination may be examined in specialized banking subjects 
and be termed “public accountants for banks”’ if they so 
desire. 

The Oklahoma law provides for three degrees, certified com- 
mercial accountant, certified municipal accountant and certified 
public accountant. 

Certified public accountant legislation narrowly escaped disas- 
ter in California in 1926 when a bill introduced to repeal the 
existing law and to abolish the state board was defeated by only 
one vote. 

Some states do not attempt to define a public accountant. 
Others have attempted such a definition. One state specifically 
excludes from its restriction the practice as tax advisors of persons 
and firms so holding themselves out to the public. Some states 
go to the extent of specifically providing in their acts that no 
certified public accountant or public accountant shall be permitted 
to disclose or divulge information obtained by him during the 
course of his practice. 

I have dealt at some length with these state laws in order to 
show what a great amount of work has yet to be done before the 
C. P. A. certificate can obtain any real national or international 
significance. 
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CANADA 


Let us now turn to the conditions existing in your own country. 
Here I must immediately acknowledge my indebtedness to Mr. 
George Edwards for the wealth of information contained ina paper 
he read before a meeting similar to this at Seattle in 1915. He 
shows that from 1864 onward a certain amount of accounting was 
done but that no effort was made at organization until 1880 when 
the Montreal and Toronto societies were formed, followed in time 
by many others. He then deals with the period from 1910 
onward when the first attempts at national organization bore fruit 
and the Dominion Association was formed. This type of organi- 
zation appears to have been admirably suited to the country 
as there seems to have been no material change since that date. 

For the purpose of comparison the fundamental principles of 

your existing organization will be outlined. The provincial and 
national associations both receive their authority by virtue of the 
acts incorporating them and these acts are, of course, subject to 
the limitations imposed on the jurisdiction of the national and 
provincial legislatures granting them. The national parliament 
legislates on matters such as customs, defense, railways, banking, 
etc., and the provincial parliament on such matters of local con- 
cern as licence, property, education, civil rights, etc. The chief 
functions of the existing accountancy organizations being educa- 
tion and examination and the granting of distinctive civil status 
to certain persons, it follows that the jurisdiction in this matter 
lies with the provincial rather than the national legislative body, 
and any attempt to form a national body to perform these 
objects must, of necessity, fail from lack of legal authority to do so. 
Leaving the responsibility for education and examination in the 
hands of the provincial institutes, therefore, there has been formed 
a Dominion Association which is, in effect, an organization pro- 
viding the means for coéperation between the various provincial 
associations with the object of benefiting the profession, its mem- 
bers and the public from a national point of view. 

The Dominion Association’s council is made up of representa- 
tives from the provincial institutes according to their size. 
Executive authority devolves annually and automatically upon 
representatives of the provincial institute next in order of seniority. 
The membership is automatically the resident Canadian member- 
ship of the affiliated provincial institutes and there is no admission 
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except through those societies. Alterations or amendments to 
by-laws require the approval of all the constituent institutes. 
The stated objects of the Dominion Association are to secure 
the incorporation of a provincial society where none exists; to 
assist these societies in securing uniform legislation on standards 
of examinations and membership; to arrange for reciprocal privi- 
leges; to consider questions of ethics; to secure harmony of action 
in matters affecting the common interest and, generally, to act in 
an advisory capacity to the societies. The measure of success 
with which the Dominion Association has pursued these objects 
must be too obvious to all of you here to call for any comment on 
my part and I imagine that those charter members who are still 
with us must be extremely gratified when they can look around and 
see working in harmony and in a spirit of coéperation, for the 
benefit of the profession at large, the institutes or societies of 
Quebec, Ontario, Manitoba, Nova Scotia, British Columbia, Sas- 
katchewan, Alberta, New Brunswick and Prince Edward Island. 


CONCLUSION 


In drawing conclusions and comparisons from this narrative, 
one or two big differences in the governing circumstances must be 
borne in mind. You have adopted the title “chartered account- 
ant’”’ in use over a long period in Scotland and England, whereas we 
have endeavored to build up similar significance for a title of our 
own. A difference crops up again in the fact that admission to 
membership in many of your societies is still subject to service 
under articles. I hardly dare think of what the young American 
boy would say were he confronted with the prospect of paying for 
the privilege of working for a period of years with only nominal, if 
any, remuneration. There is no question that the larger number 
of states we have to deal with is quite a factor and this differ- 
ence is added to by the many different types of thought repre- 
sented by these states. Some of our states have a preponderance 
of the Latin element, some of the Teutonic, some of the British, 
and to add to this there is the ever present freedom of thought 
that one would expect in a country of such amazing and rapid 
growth. 
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Covering Exchange Risks in Periods of Inflation 
By A. vAN Oss 


The currencies in the western European countries are now 
almost everywhere stabilized by law, and the difficulties in finance 
and accounting that were experienced in the period of instability 
no longer exist to their former extent. The effects of that period 
are still felt, however, and we are far from a complete adjustment 
to the changed conditions. But gold is again used as a measure of 
values and business transactions can once more be recorded every- 
where in figures that have definite meaning. 

When exchanges fluctuate as they did during the war and for 
some time after, especially when rates go down to a small fraction 
of parity and the man in the street sees prices go up and up, there 
is nothing fixed or definite in domestic money values and the re- 
sults are felt throughout the entire community. All classes suffer 
under such conditions and benefits accrue only to a few—at the 
expense of the great majority. The average consumer, shop- 
keeper, small trader and manufacturer as well as the bigger con- 
cern all have their particular exchange problems. A clear idea of 
these problems will facilitate proper understanding of the result- 
ing difficulties in the finance and accounting of the big interna- 
tional concerns which had to reckon with the exchanges in almost 
all their business transactions. The magnitude of their foreign 
interests compelled them to devise methods of finance and ac- 
counting whereby they could cover against the risks that had to be 
taken, and after much groping in the dark appropriate ways and 
means were found. Accordingly, after an explanation of some of 
the technical terms used in this article a short description will be 
given of the difficulties experienced by certain classes in the com- 
munity, as an introduction to discussion of accounting methods 
which ultimately developed among the larger enterprises in their 
efforts to solve their own exchange problems. 


PRELIMINARY EXPLANATIONS 


In this article expressions like ‘‘covering the exchange risk’’ 
and ‘‘ purchase or sale of currency for future delivery”’ or ‘‘for- 
ward sales,’ etc., are often used. For those readers who are not 
familiar with foreign-exchange terms and transactions it may be 
well to explain what is meant by them. 
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In the case of a sale or a loan entailing payments in foreign 
currency any fluctuation in the exchange rate will make the ulti- 
mate proceeds from the sale or from the collection of the loan 
higher or lower than the amount originally charged or lent. 
The difference constitutes an exchange profit or loss. 

Such profits or losses are entirely avoidable by the simple proc- 
ess of selling at the same time but for future delivery the foreign 
currency receivable in settlement of the sale or in satisfaction of 
the loan. In this manner the amount receivable is fixed in terms 
of the domestic money values. 

For instance, if a New York merchant sells a bill of goods for 
£1,000 collectable in 30 days, he may at the same time sell the 
£1,000 in the exchange market for delivery in 30 days. If the 
30-days-forward selling rate is 4.85 he knows that he will realize 
$4,850 for his goods at the time settlement is forthcoming. He has 
by this advance sale excluded all chance of making an exchange 
profit but he has also insured against any exchange loss and 
confined his risks to those inherent in the ordinary business of 
selling his goods. In other words, he has ‘‘covered”’ his exchange 
risk. 

On the other hand, when a purchase is made or any kind of 
liability is created in a foreign currency the way to eliminate or 
cover the exchange risk is to buy for future delivery the amount 
of foreign currency payable. 

If a New York merchant buys goods for £1,000 payable in 30 
days and buys at the same time the £1,000 for delivery to him in 
30 days at the prevailing 30-days-forward buying rate of 4.85 he 
knows that the goods will cost him $4,850 and he need not concern 
himself further about any exchange fluctuations, for here also his 
exchange risk is covered. A London merchant selling or buying 
in U. S. dollars would in like cases sell or buy dollars. 

The merchant or banker, whether he buys or sells goods, lends 
or borrows in foreign money, always knows by consulting the 
exchange-market quotations the sum of domestic currency he will 
receive or have to pay, provided he ‘‘covers’’ these sales, pur- 
chases or loans. He thus not only excludes the risks that lie 
beyond his own field of action but is able to deal in his records 
with definite and final amounts. 

These examples illustrate the general case where business is 
done between countries with relatively stable currencies and where 
it is desired in either country to exclude the risk in dealings with 
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the other on account of the usual fluctuations in the exchange 
market. Under unusual conditions, if, for instance, one of the 
two currencies is relatively unstable, covering of risks involved in 
business done in unstable moneys takes place only in the stable 
medium. If both currencies have become unstable a stable 
medium of exchange is selected. 

There would have been, for instance, little advantage for a 
Belgian merchant to cover in Belgian francs his transactions in 
French or Italian money, for the three currencies, independently 
from each other, displayed considerable ups and downs. His 
only reason for covering in that manner would have been that this 
foreign business could thus have been finally expressed in his 
books in definite amounts of Belgian francs. if he had wanted an 
actual cover and could have lawfully and economically done so he 
should have selected Dutch florins or U. S. dollars as the more 
stable basis, for inasmuch as the act of forward selling or buying 
merely transfers the risk from one currency to another it is wise to 
place the risk where it is the smaller. 

Covering an exchange risk is merely what the term implies. 
It is not a means to profit by the fluctuations of the exchanges but 
serves to exclude the risk of incurring a loss through them, at the 
same time also relinquishing the chance to make a profit. Cover- 
ing means, therefore, the forward selling or buying of foreign cur- 
rency according to business needs. Anything more or less than 
this means incurring a risk. 

The question whether exchange risks should be covered or not, 
and to what extent or in what manner, is one of nice judgment. 
The answer, aside from the economic conditions of the moment, 
depends largely upon the cost to insure against the risk. The rate 
of interest and the margin between spot and forward rates of ex- 
change should first of all be considered. With interest at 45 per 
cent. per annum (Austria) or even 3 per cent. per day (Poland) 
and margins between cash and forward rates of 50 per cent. 
(German marks) it is likely that the exchange risk will not be or 
remain covered. 

During the greater part of the war it was, furthermore, very 
difficult to deal in some of the foreign currencies, there often being 
no demand or supply. In several countries prohibitory legal or 
fiscal measures often made it impossible freely to dispose of 
domestic as well as foreign funds. Considering all this and much 
more that could be mentioned on this broad topic it will be seen 
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that a complete elimination of all exchange risks is not always pos- 
sible or advantageous in actual practice. 


THE CONSUMER 


The individual wage earner and consumer, through the effect 
it has upon his daily life, soon becomes aware of any marked 
instability of currency values, though he may not understand 
what causes the trouble. In a period of inflation his nominal 
wages gradually increase but their relative purchasing power be- 
comes impaired and for more wages he has to be satisfied with less 
goods. Germany furnished the striking example of the difficul- 
ties that beset an entire population in such times. 

Many were the attempts iv offset the results of the inflation, 
especially in the latter half of 1923 when the mark dropped in ever 
increasing tempo. Wage scales were revised frequently, though 
never so often that the new rates of pay could offset the continu- 
ous reduction of the purchasing power of the money. Wages 
were paid more frequently, even daily, so that the workmen could 
take advantage of the day’s prices. Some of the larger concerns 
issued their own token money, often representing gold marks, ex- 
changeable within a definite time limit for paper marks at current 
value. Cases are known where wages were credited to the work- 
men in work-hours against which they could draw paper marks at 
then prevailing wage scales. In other cases part of the wages 
were paid in foodstuffs and probably other methods were cur- 
rent in an earnest endeavor to counter the effect of dwindling 
money values. None of these attempts, however, could do 
more than partly bridge the gap between the values of yester- 
day and today, and on the whole actual wages became lower and 
lower. 

The people reacted to these conditions in many ways. Money 
was spent as soon as possible: everyone bought food and other 
necessities immediately for fear that tomorrow it might purchase 
smaller quantities. There was no incentive to save, for money 
not spent might have appreciably decreased in buying value the 
next day. Everyone, therefore, took pains to acquire things 
with better inherent value than money and whatever remained 
was rather invested in tangible objects (Sachwerte) for future use 
or sale than allowed to melt away overnight. 

The position of government employees and other large classes 
of people who had thus far lived on a fixed salary, pension or mod- 
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erate income from investments—especially government or other 
bonds or similar ‘‘gilt edged” securities—was even worse. They 
often saw their actual income reduced to almost nothing—in most 
cases without even the occasional relief afforded to workers in the 
industries and trades. 

But with all his troubles the average citizen as such did not have 
to solve questions of finance beyond getting his money’s immedi- 
ate worth, nor was he worried with problems of book record. 


THE SHOPKEEPER AND SMALL MERCHANT 


As individuals the shopkeeper and small merchant shared the 
troubles of the average wage earner and consumer but they had 
also to combat those resulting from the nature of their business. 
If they gave credit they found that the sums finally collected had 
a decreased purchasing power and they soon came to the con- 
clusion that it was necessary to sell for cash. At the same time 
their purchasing on credit had to cease or was much restricted. 
But the principal difficulty was the necessity for maintaining a 
stock of goods without knowing at what price to sell. Their sales 
were made at what seemed a good profit, amply providing for 
taxes and expenses, but nevertheless they found that out of the 
moneys taken in they could not keep up their usual supply of 
merchandise. The well known saying—more picturesque than 
accurate—of Prion’s merchant: ‘‘The more I earn the poorer, and 
the bigger my collections the less solvent I become,”’ was certainly 
inspired by these anomalies. 

The following example, wherein fluctuations of actual market 
or gold prices or the incidence of taxes and expenses are left en- 
tirely out of consideration, shows the effect of rapid currency in- 
flation upon the preservation of capital and illustrates how ‘‘when 
the value of money is greatly fluctuating, the distinction between 
capital and income becomes confused.”” For simplicity’s sake it is 
further supposed that the original stock represents the entire 
capital employed in the business and that proceeds from sales are 
used as much as necessary or possible to replenish it. 





The statement on the next page shows: 
(1) Of the apparent profit of M 200 on the first turnover M 100 is needed 
together with the original capital of M 1,000 to repurchase the origi- 
nal stocks. Instead of 20% the profit is only 10%. 
(2) After the second turnover at an apparent profit of M 300 the proceeds 
of M 1,400 together with the M 100 real profit from the first trans- 
action or M 1,500 will purchase only three fourths ~f the equivalent 
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Capital available 
Cost Sold for —— Capital 
Quantity oO r , ita. 
bonahe Apparent | Actual gain* 
————nt GF Lone 
Paper marks Gold 
mks 
Original capital a - ae bwin 1,000 1,000 
1st turnover 100 1,000 1,200 200 1,200 1,100 *10% 
2nd ag 100 1,100 1,400 300 1,500 750 25% 
3rd 22 75 1,500 2,200 700 2,200 500 50% 
4th 50 2,200 10,000 7,800 10,000 250 75% 
325 5,800 14,800 9,000 
= - _— — o— — 
Sth | 25 | 10,000 | ; 











of M 750 (gold). Instead of over 27% profit there is a loss of 32% 
on the working capital of 1,100 gold marks. 

(3) The turnover (of the reduced stock) produces 700 mks. apparent 
profit but with the proceeds of M 2,200 only one half of the original 
stock can now be purchased. As actual capital there remains there- 
fore M 500 (gold) for which there can be purchased only one half of the 
original amount of merchandise. Instead of making a profit of almost 
50% there is a loss of one third of the 750 gold marks that were left. 

(4) The merchant now sells this one half at such a high price that the 
profit will seemingly much more than make good all his former losses, 
but what is the result? For ten times the original capital he can 
buy only one fourth of the original goods. Instead of turning over 
his merchandise at about 350% profit he actually loses 50% of the 
capital that was left. 

(5) The balance-sheet after the fifth purchase will be as follows: 


Assets 
Stock in trade... . Mk. 10,000 
Liabilities 
I a wie: Aue a 6 8 aso Pee ary ar eee ree ... Mk. 1,000 
PR: bce ycneaions 9,000 
Mk. 10,000 
(6) The profit-and-loss statement will be: 
REPS Tee arco ee ... Mk. 14,800 
Less: Cost of goods sold. . ve 5,800 
I a Sir Wa es ae eee Mk. 9,000 


The books, such as were usually kept, showed that a profitable 
business was done but in reality the results were very different. 
Many shopkeepers and traders were not aware of what actually 
happened to them until part of their capital was lost and even if 
they had been they could not have stopped their downward 
course. The same necessity which compelled them to sell only 
for cash made it impossible for them to buy on credit. Nor could 
they borrow capital from local banks or other sources except per- 
haps at short-time rates wherein the possibilities of losses through 
depreciation were discounted. They learned very soon that it 
was to their advantage to make debts and defer their payment as 
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much as possible, but everyone else also found it out and this 
avenue of escape was soon closed. 

The only way to safeguard their capital was by quick turnover 
at prices sufficiently higher than cost to permit a complete replen- 
ishment of stocks and to provide for taxes and expenses. Even 
if this obvious truth was occasionally recognized it was, also on 
account of government price control, seldom possible to act upon 
it. Furthermore, in most trades retail prices thus far established 
at certain percentages not varying greatly above the nominal cost, 
reacted much more slowly to the steady deterioration of the cur- 
rency than did wholesale values, the latter more readily adjusting 
themselves to the world market. Toward the end of the inflation 
period sales prices were increased at short intervals but in the vast 
majority of cases these increases could not keep pace with the 
constant fall of currency values. Actual losses became almost 
inevitable and whatever profits the accounts showed, the resources 
dwindled. Even if the capital could be restored from time to 
time by a loan, the profit arising through repayment in money of 
lower intrinsic worth was soon offset by the almost inevitable 
actual losses on the sales of the merchandise that was bought with 
the borrowed funds. Real tangible values (Sachwerte) thus 
were and had to be constantly exchanged for tokens (Papierwerte), 
the real or gold value of which decreased more rapidly than the 
nominal sales prices increased. 

Inasmuch as even the symbols used to record business trans- 
actions had lost their former definite meaning, ordinary accounting 
lost its significance. The usual methods no longer sufficed to 
give a correct view of the business and an understanding of what 
actually happened. No wonder, therefore, that the small busi- 
ness man came to bewilderment and grief when he continued too 
long to have faith in his books. 


THE SMALL MANUFACTURER WITHOUT FOREIGN AFFILIATION 


The greater complexity of the manufacturing business made its 
financial and accounting problems more intricate. The small 
manufacturer who bought his raw materials and sold his product 
in his own country not only shared the difficulties of the general 
consumer and trader but had more added to them. Generally 
speaking, these extra troubles arose almost exclusively out of the 
ownership and renewal of his plant and equipment. At the same 
time he was confronted with the difficulty of maintaining his 
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supply of raw materials just as the shopkeeper had to maintain his 
stock in trade. In order to make real profits and not see his 
capital impaired he had to sell his product at a sum of currency 
which more than provided for the reproduction of goods of the 
same real value. Through government control of prices he was 
not always able to do so even if he had become aware of the 
necessity. 

Very soon he also saw that with falling currencies there was 
special danger in underestimating the provision required for de- 
preciation and renewal of plant. The plant accounts, as illus- 
trated before in THE JOURNAL OF ACCOUNTANCY (March, 1927; 
Effects of Inflation on German Accounting, by Henry W. Sweeney) 
soon became a conglomerate group of figures expressing dissimilar 
units of value of which the aggregates were altogether meaning- 
less. Depreciation calculated thereon by the customary methods 
would have been equally meaningless and illusory and would have 
resulted in the provision of an inadequate amount. 

The obvious method to give meaning to the plant accounts and 
depreciation reserve consisted of converting them to a gold basis. 
Every addition to the original gold balance of the account thus 
had to be converted from paper into gold at the actual rate of 
exchange prevailing at the time of payment. Furthermore all 
depreciation had to be based upon these gold values, i.e., the cur- 
rency equivalent of the gold depreciation had to be considered as 
part of the production cost. But this was not always possible to 
do. In various countries it was forbidden to keep the accounts, 
including the property accounts, on any other than the currency 
basis because currency and not gold values remained the basis of 
assessment for taxation. 

A balance-sheet drawn from the books could therefore serve no 
purpose and had to be given meaning by valuing in gold or in the 
currency equivalent of the day all items of stable value like fixed 
assets or raw materials. They had been recorded in currency at 
different dates when different exchange rates prevailed and their 
value would for that reason now be expressed by amounts en- 
tirely different from what the books showed. The book entries of 
those times have been strikingly compared with ‘‘fractions of 
which the numerators are shown but not the denominators.” 

A profit-and-loss account could not be made up at all. As 
said by an excellent authority, ‘‘The figures as they appear on 
the account—and in a business of any size there are thousands of 
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them—appertain to various periods of a year of fluctuating cur- 
rency; each one of them is expressed in a unit of value which is 
different from the units of value in which the other items are 
expressed, and logically they can not be aggregated. Under 
such circumstances the profit-and-loss account becomes a trav- 
esty. The only means of arriving at the result of the trading 
for a certain period under such circumstances is to compare the 
balance of the . . . assets and liabilities . . . at the end of the 
period with that at the beginning. . . . For practical reasons and 
apart from the disqualification of the mark as money it would 
appear simpler to express the statements (balance-sheets) straight 
away in a stable currency.” 

The average small manufacturer or merchant was in many 
respects at a disadvantage compared with manufacturing and 
trading concerns with foreign affiliations. It took him consider- 
able time to realize the dangers of the exchange situation, whereas 
the concern with foreign associates, through its closer contact 
with the world market, became aware of these dangers at a much 
earlier stage. Even when he recognized the danger the small 
business man had not the means whereby he could avoid it. If 
through government interference or other causes he could not 
charge for his goods the prices that would bring him an equivalent 
for the gold value of his depreciation, materials, labor and ex- 
penses, he was bound to lose. 

In the earlier stages of the inflation he might have saved his 
capital from impairment through constant purchase and repur- 
chase for future delivery of the gold value of his capital not in- 
vested in stable gold assets. Later, however, he could not law- 
fully have done so because of the restrictions imposed upon the 
export of domestic capital. Moreover the increasing cost would in 
the end have made constant repurchasing almost impossible. 


THE CONCERN WITH FOREIGN AFFILIATIONS 


The concern which in a period of inflation of the domestic cur- 
rency sold to foreign countries with stable money and bought in 
the domestic market had the advantage of collecting gold and 
paying out paper currency and therefore needed no cover. Ina 
declining market such a concern would not make any actual 
exchange profits for although it would receive more marks for its 
gold these marks would be themselves of smaller intrinsic worth. 
After deflation had set in the original gold value would still be 
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collected and consequently there would be no exchange loss. 
The nominal mark equivalent would be smaller but the marks 
collected would be of greater real value. 

Under conditions of deflation there would likewise be no incen- 
tive to cover against losses on marks. If it had been thought that 
the mark would go up the sales could have been made in marks. 
If in these circumstances the sales had to be made in florins just 
the same, for the purchaser would in all probability not have 
bought for marks, a forward sale of these florins as long as they 
were of stable gold value would not have been a covering of risk 
but an exchange speculation. As already mentioned, covering 
is not resorted to for the sake of an exchange profit but to guard 
against an exchange loss and is always in a stable currency, or at 
least the more stable of two currencies. If the value of the mark 
had gone up in relation to the florin only, or, in other words, if the 
value of the florin itself had gone down, a forward sale of the florins 
for a more stable currency—say U. S. dollars—would have con- 
stituted a legitimate cover. 

The concern which in such a period bought in countries with 
stable money and sold in the domestic market collected paper 
currency and had to pay in gold. With money depreciating there 
would be an exchange loss unless at the time the goods were 
purchased there was also bought for future delivery the amount of 
stable money payable. This is, of course, the same as selling for- 
ward the corresponding amount of paper currency. 

In both instances the risk of a loss can be excluded either by 
selling in gold or by forward selling or buying of proceeds or re- 
quirements. In several instances this could be done to a certain 
degree either in the foreign or in the domestic exchange market. 
When the fluctuations became more severe several governments 
took steps to prohibit by law the flight of capital and forward 
selling of the paper currency in the countries concerned became 
subject to strict government regulation. 

Here it was that an agent or an office in a country with rela- 
tively stable money conditions became of great advantage. In 
these countries the exchange markets were free to everyone and 
what was prohibited or regulated at home could be readily done 
abroad. For this and many another reason some of the large 
concerns in central Europe opened offices in Holland or organized 
Dutch companies so that they might be able to cover their ex- 
change risks to the full extent which the market permitted. These 


340 





Covering Exchange Risks 


——— 
ao 














branch offices may also have facilitated the flight of capital and 
other attempts to escape losses or evade taxes, but in most cases 
they covered exchange risks and served other entirely legitimate 
purposes, as, for instance, insurance and raw material purchases. 

Insurance especially offered great difficulties. Probably in all 
countries insurance companies are required by law to invest their 
reserves in first-class domestic bonds which are often without a 
gold clause and thus payable in currency. This made it impos- 
sible to fulfil obligations on a gold basis. Proper safeguarding 
was, of course, easier in a country without serious currency 
problems. 


THE FOREIGN HOLDING COMPANY 


A concern situated in a country with comparatively stable 
money, with large investments in the industries of countries with 
unstable currencies, thus directly or indirectly owning factories 
and managing their operations, feels the effects of exchange 
fluctuations much earlier than do the foreign companies them- 
selves. Such a concern is in closer touch with international 
finance and with raw-material and sales markets, and is in various 
ways directly tied to the gold standard of value. Immediately 
when it perceives the effect of even slight exchange differences 
upon its dealings with other countries it is apt to cover against 
such differences even in normal times. In the purely domestic 
affairs of the other countries these normal fluctuations are not 
noticed and only after they have caused considerable changes in 
the general price level are they felt and recognized. 

The problems of financial and accounting control multiply as 
soon as a period of instability and inflation sets in and it becomes 
more and more difficult to preserve the foreign assets, determine 
the actual profits and transfer them to headquarters. The trans- 
fer of profits often had to be effected in spite of legal obstructions 
and arbitrary fiscal measures in the foreign countries. 

It will be of interest to see how the head office in these circum- 
stances had to treat the customary groups of assets and liabili- 
ties as they stood on the subsidiaries’ books so as to produce 
reliable gold balance-sheets for head-office purposes of scrutiny 
and consolidation. 

It will probably suffice to set forth in general terms by what 
means this may be done and to omit tedious examples and de- 
scription. For those who are not familiar with foreign exchange 
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or have not studied or experienced the consequences of prolonged 
monetary instability the problem may perhaps be presented more 
explicitly and in the end more satisfactorily by working out a 
short example and discussing the main features of the procedure 
in a somewhat elementary way. It may also be of general 
interest to show in the course of the argument the practical, 
although today rather obvious, accounting devices that were 
applied after proper understanding of principles commenced to 
develop out of great confusion of thought. 

For the purpose of this discussion suppose that the financial 
head office of such a holding company is situated in Holland. A 
totally owned subsidiary company is in Germany and the gold 
mark is worth .60 florins. The ownership dates from before the 
war so that no exchange questions need be considered with refer- 
ence to the subsidiary company’s capital at acquisition or the dis- 
count or premium at which it was acquired. It is, of course, quite 
possible that the florin was not the most stable basis available, 
but this question need not enter the discussion. 


FINANCIAL RELATIONS BETWEEN HEAD OFFICE AND FOREIGN 
SUBSIDIARY 


At this point one should look for a moment at the financial 
relations between head office and subsidiary company. 

The head-office investment consists of the amount paid for the 
subsidiary company’s stock, bought either at par, at a premium 
or at a discount, and of certain advances for additional capital, 
including profits and losses transferred to headquarters. The 
total, after taking premium or discount into consideration, repre- 
sents the subsidiary company’s actual net worth in gold. This 
net worth is represented on the subsidiary’s books by: 


(1) Assets of stable gold value like land, buildings, machinery 
and equipment, raw materials and other stocks, balances 
collectable in gold, etc., less gold liabilities. 

(2) Assets of nominal paper value like domestic amounts re- 
ceivable and bank and cash balances, less paper debts. 


Under abnormal exchange conditions the preservation of the 
net worth, that is, of the head-office investment and advances, 
calls for special attention. Before steps can be taken for this 
purpose the extent of the loss or gain already incurred and of the 
yet existing risk must be determined. It will, therefore, be neces- 
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sary to know, as at the date when it is intended to take these 
steps, (a) to what amount the head office advances, which all rep- 
resent an outlay in gold, are still represented by actual values and 
(b) to what extent these values are stable or unstable. In other 
words, first the capital or exchange loss or gain already existing 
and second the exchange risk of the immediate future must be 
ascertained. 


PRELIMINARY STEPS TO ASCERTAIN CAPITAL LOSS OR GAIN AND 
EXTENT OF EXCHANGE RISK 


It may be supposed that the balance-sheet of the subsidiary 
company on the date of acquisition by the holding company, 
when the mark was worth par (or f. 60 ) was as follows: 


A. Balance-sheet of subsidiary company at acquisition 


Assets Mks. Fis. 
CETTE Te 1,500 900 
FOS WIE GUIIUE oo io oes cn svadns ske pine ee tee 3,000 1,800 

4,500 2,700 

Liabilities oe 4 
Capital: 

RGN. 6:0 0104 sendenbadas keene 2,000 1,200 
BD o's 2 vse cbencsdcedandesendacseuee 2,500 1,500 
4,500 2,700 


Head office acquired the capital stock at the book value of the net 
assets, viz. Mk. 4,500 @ .60=f. 2,700, and charged investment 
a/c. 
It may be further supposed that the subsidiary company 
(1) Spends Mk. 1,300 of its current funds for capital addi- 
tions. The mark had dropped at the time to .25. 
(2) Spends Mk. 500 for domestic supplies, after the mark had 
dropped to one tenth of its gold value or .06. 
(3) Writes off 10% depreciation or Mk. 150. 


It also may for the present be assumed that head office deals with 
the subsidiary company in marks and 

(1) Advances Mk. 3,700 @ .06 for capital additions. 

(2) Sells subsidiary raw materials costing f. 600 for the equiva- 

lent of Mk. 10,000. 
In the last paragraphs of the next section of this article the 

effect of dealing in gold with the subsidiary company will be 
discussed. 
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Since these actions the exchange rate has dropped to .03 and it 
is desired to determine to what extent the head-office investment 
and advances are still represented by actual values and what is the 
exchange risk inherent in the existing position. 

Accordingly a balance-sheet is prepared wherein actual present 
gold values are shown. Such a balance-sheet can as a rule not be 
drawn off the books for they will at this time be practically worth- 
less as a record of values; nor can they be restored to ordinary use- 
fulness under such conditions unless it is feasible to keep them in 
a stable currency. Even this, if permitted under the laws, would 
cause great difficulty, for the numerous transactions in the fluc- 
tuating medium would all have to be translated into the stable 
one. For this reason the local books were, barring exceptional 
cases, kept in the domestic currency even if it was quite well known 
that aggregates had little or no meaning and that almost every 
transaction had to be considered by itself in so far as its actual 
bearing upon the financial position was concerned. 

The aforementioned balance-sheet can therefore be prepared 
only by taking account (1) of the exchange rates prevailing at the 
moment when assets usually valued at cost—as, for instance, 
fixed assets—were acquired or when any existing gold liabilities 
were incurred, and (2) of the changing market values of other 
tangible assets of more stable worth than legal tender, as, for in- 
stance, raw materials and other stocks. 

The fixed assets would accordingly be valued as follows: 


Marks Rate Florins 


END. 5 oc ce acendensgnnane 1,500 60 
ee a SE as ob od Sk a COIR OSs .. tan - 2s 325 
ES ee erg ure ee Ae nr 3,700 6 222 
6,500 1,447 
NR ia she bneebenPudeeseedan’ is0 = 60 90 
i oc. cave adieseeeh seen 6,350 1,357 


The foreign-bought stocks would still be worth their original 
cost of f. 600 and their currency value at the above exchange rate 
is therefore Mk. 20,000, showing a book profit of Mk. 10,000. 
The domestic stocks, on account of the drop in the exchange rate, 
now have a market value of Mk. 800, and show a book profit of 
Mk. 300. Receivables and cash and any currency debts will be 
taken up at their book value in currency at the prevailing rate of 
exchange. The books thus show an operating loss of Mk. 200, 
which includes Mk. 150 depreciation or 10 per cent. of the book 
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value of the fixed assets at the beginning of the period. The 
balance of the loss, Mk. 50, shows in the decrease of the book 
value of the net current assets which is now Mk. 1,150. The 
difference between assets and liabilities thus valued will be the 


gold capital of the subsidiary company. 


Under the foregoing assumptions the balance-sheet will be as 








follows: 
B. Balance-sheet at date of cover 
Assets Mks. Fis. 
ER Serer re 6,500 1,447 
Legal TH «o.oo 3 és 0 0 a taneeaeae 150 90 
6,350 1,357 
re ee ee 20,000 600 
Oo pS oa ss alee os beak Hoan 800 24 
Other current assets—net.................. 1,150 34.50 
28,300 2,015.50 
Liabilities a 
Sree Pee 4,500 1,301.50 
MN: & 6.6 ndbd been th 64 cas eee en 10,100 303 
Head-office advances... .. 0. ccc cccccccsees 13,700 411 





28,300 2,015.50 





The profit of Mk. 10,100 is made up as follows: 


Increase in the book value of 
eae r er Mks. = 


oe 


PE ok css ow cian bce ake eee 





Mks. 10,300 
Rakes Gee COB. 9: 346.04. cep dae een ceases 200 





Mks. 10,100 








It will be transferred to head office which will then show a total of 


investment and advances as follows: 











Mks. a_ Fis. 

NG RAN nok i ck < vhaebee eeoned 4,500 .60 2,700 
Advances: 

POP GRRE GUPOMEIIUID «.o. 56.56 cisccdcecazewas 3,700 .06 222 

De EE... 3 oo as 30-0 bv doa hod oer 10,000 .06 600 

OE GF ME i. 5.0 os ccbdscdgewindnedudues 10,100 .03 303 

23,800 1,125 

PED + ackcs 0scsntdadetesasiannee 28,300 3,825 


The foregoing balance-sheets A and B will now permit a com- 


parison of conditions at their respective dates. 
(To be continued) 
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Depreciation in the Lumber Industry * 
By A. L. ANDRUS 


In considering depreciation one usually has in mind a single 
unit, such as a building, a machine, an automobile or some object 
that can easily be conceived by the mind, to which may be 
allocated a rather definite period of usefulness based upon ex- 
perience with other similar units. It isa simple matter to provide 
for the depreciation of one unit by dividing into the cost the 
number of years of useful life and by charging the operations 
with the amount so obtained as representing the annual 
depreciation of the item. The matter becomes a little more 
complex when a number of different machines, installation 
costs and possibly a power plant are charged into one 
account for which it is necessary to determine the annual 
depreciation. Still, by analyzing the account and applying 
the same principle to each separate unit we can determine the 
total annual charge. 

This genera! plan is followed by accountants and we are all 
familiar with it. It is true that obsolescence must be taken into 
consideration, as well as the salvage value at the end of the 
economic life, but these factors merely modify the basic 
plan to which I have referred. It is not intended, however, 
to discuss here all the aspects of depreciation, but to confine 
the remarks to a few features which have arisen in the lumber 
industry. 

In the Pacific northwest lumbering is the chief industry and 
will no doubt continue to be so for a number of years to come. 
Owing to the large size of the trees and the mountainous char- 
acter of the timber areas, lumbering operations are conducted 
in a manner totally different from that followed in the east and 
the south, as well as on a much larger scale in many cases. For 
these reasons, the experience of the eastern and southern mills 
can not well be applied in this district. “The machinery and equip- 
ment in a modern plant cost relatively large sums and the annual 

*Address delivered at a joint meeting of the Oregon State Society of Certified Public 
Accountants and the Washington State Society of Certified Public Accountants. 
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charge for depreciation is a matter to be seriously considered, 
especially in an industry where the supply of available raw mate- 
rial is limited. Whether the enterprise be a logging operation 
consisting only of cutting the trees into logs and transporting 
them for sale to the sawmill; a log-buying mill which confines its 
operation to sawing into lumber logs which it has purchased from 
loggers, or a complete operation including both logging and lumber 
manufacturing, the depreciation charge must be considered. 

The depreciation of the sawmill alone should not be very 
difficult to determine. It is well to consider, however, that a 
large proportion of the cost is in the buildings, platforms and 
yards, and that the company’s own product and employees’ 
labor go into these costs. It is also true that buildings and plat- 
forms require frequent and extensive repairs and replacements 
because of hard usage. The management is prone to omit these 
necessary expenditures during bad years and to catch up during 
good years, and also is often careless in distinguishing between 
ordinary repairs and actual replacements. It is hardly necessary 
to say that the amount of repairing that has been done to struc- 
tures of this character has a definite relation to the amount of 
depreciation that has been sustained. 

The depreciation, or rather the economic life, of a log-buying 
mill is often dependent upon the amount of timber in its prox- 
imity. Many of you are probably aware of the fact that the 
timber section of the treasury department estimated that log- 
buying tidewater mills on Puget Sound and on the Columbia 
River had an economic life of but sixteen years from March 1, 
1913, solely because of the probable exhaustion of timber available 
to them. Many income-tax cases were settled by providing for 
depreciation on that basis. While we do not expect to see all 
such mills go out of business in 1929, it is a fact that some of 
them have already closed and the others do not have a very 
definite future. Failure to provide for a situation such as this 
may mean that a company which has invested a considerable 
sum in a mill may operate and show profits for a number of years, 
as long as it is possible to get logs from the vicinity. As soon, 
however, as the accessible timber has been cut and the only 
supply is more difficult of access, the cost of the logs will become so 
high that the company may have to cease oper:.tions although 
it has a relatively large balance in its plant account representing a 
plant that has no value in its present location. This factor must 
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be taken into consideration in determining the rate of depreciation 
of the log-buying mill. 

When we consider depreciation of the logging railroad and 
equipment of the logger, or of the complete lumber company which 
owns its own timber and logging equipment and operates its own 
sawmill, we are faced with an unusual situation. It was a simple 
matter in the earlier days of lumbering in the northwest to build 
a sawmill almost anywhere with timber all around it and to take 
off the adjacent timber, get it to the mill and cut it into lumber. 
This has been done to such an extent that all the timber fringing 
Puget Sound, the Columbia River and most of the railroads has 
been cut off. Many of the lumber companies which are now in 
existence have purchased large areas of more remote timberland 
and have constructed mills at some point at which the timber will 
be accessible, as well as providing rail or water shipping facilities. 
Logging railroads have been built into the tract and will even- 
tually be extended to take off all the timber on the tract. It is 
easy to see that the first timber which is cut will be that most 
easily reached with the least expenditure for logging railroad and 
equipment, and that the last timber to be removed from the tract 
will be that which is reached only after the maximum amount 
has been put into the logging railroad and equipment. It is also 
evident that the cost of transporting workmen and supplies will 
increase as the sphere of operation becomes more remote and that 
there will be a tendency toward increasing costs of all kinds. 
Thus, the modern lumber operation faces a constantly increasing 
cost of its raw material. This condition, which is quite different 
from that of any other manufacturing enterprise, should receive 
careful consideration. Would it be proper to commence paying 
out in dividends all the profits realized in the first five years’ 
operations when the company has a tract of timber which is 
sufficient for a twenty years’ supply, but when the cost of getting 
the logs will increase from year to year? If this is done, will 
there be any profits during the last of the twenty years? Logging 
railroads which are being built at the present time are expensive 
and much of the territory into which they are being built is more 
or less mountainous, generally becoming more mountainous as 
the road is extended. The cost of the railroad required to log 
enough timber for the first five years’ operations may not be one 
tenth of the total cost of the railroad that will be required to log 
the entire tract, and as the railroad is extended from year to 
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year additional equipment will be required because of the greater 
distance from which the logs must be transported. 

In the ordinary manufacturing enterprise, we usually have 
nothing to consider except raw material bought on the open 
market; the cost may rise or fall with the law of supply and de- 
mand, but is just as apt to be lower during the next ten years as 
it is to be higher. The lumber manufacturer, however, is faced 
with the fact that while he already owns his raw material, the 
cost of getting it to his mill, that is, a further cost of the raw 
material, will increase from year to year without fail; and while 
it may be possible for him to show a very satisfactory profit in 
the first year by cutting the most accessible timber, is it safe for 
him to consider that this is all profit and that similar results may 
be expected in succeeding years? Without going into the ques- 
tion of how high the price of lumber might go as an offset to the 
increasing costs to which I have referred, I think it is only safe 
for us as certified public accountants to consider the present 
market price of lumber and its relation to cost. 

To present a little more clearly the situation which I have 
tried to outline, let us assume, for illustration, that a company is 
formed, acquires a tract of timber ten miles square and builds a 
sawmill in one corner of the tract. The timber on the tract is 
estimated to supply logs for the operation of the mill for twenty 
years, and it will require the construction of one mile of main-line 
logging railroad the first year and an additional mile each suc- 
ceeding year to get all the timber on the tract to the mill and to 
cut it. 

Let us also assume that the cost of constructing the logging 
railroad will average $10,000 a mile and that the company 
constructs the first five miles of logging railroad before commenc- 
ing any of its operations. At the end of the first year we should 
then find in the accounts an investment of $50,000 in logging 
railroad. With the knowledge that it will take twenty years to 
log off the tract of timber we could then establish a depreciation 
rate of 5 per cent. per annum and charge against the first year’s 
operations $2,500 for depreciation of logging railroad. If we 
look ahead, however, we shall find that at the end of the twenty 
years there will be an investment of $200,000 in logging railroad, 
a considerable proportion of which has been on the books but a 
short time. If the company had continued during the twenty 
years using a rate of 5 per cent. for depreciating its logging rail- 
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road, there would have been a constantly increasing annual charge 
for depreciation, but at the end of the period there would remain 
a large balance in the asset account representing a railroad for 
which there was no further use. This would also apply to the 
constantly increasing amount of logging equipment which it 
would be necessary to acquire during the extension of the opera- 
tions. I am assuming that the cost of the spur lines which are 
built from time to time as feeders to the main line of the logging 
railroad have been written off as the timber tributary to them 
has been cut out. It is evident that the ordinary rules for pro- 
viding for depreciation will not fit the situation which I have 
described. In the first place we do not have the full cost of the 
plant that is required to complete the operations, and in the second 
place when the operation has been completed the plant has no 
value, for there is no more raw material. 

In order to arrive at the proper annual depreciation charge, 
there is a method which I think is logical and applicable to the 
conditions I have described. The method is as follows: 

Before commencing operations, the company should obtain 
through its engineering department a careful survey of the entire 
tract, together with an estimate of the total cost of the logging 
railroad including logging equipment and accessories that would 
be adequate to remove all the timber. At the end of the first 
year’s operations, the charge for depreciation should equal 1/20, 
or 5 per cent. of the total thus determined, and a corresponding 
charge would be made each year thereafter, except that adjust- 
ments of the originai estimates should be made from time to 
time as actual costs during the progress of the work are compared 
with the estimated costs and corresponding adjustments of the 
annual charge are made. It should not be difficult to get these 
estimates, for most lumbermen have the information available 
at all times. In case the company owns only part of the timber 
in a certain district but expects eventually to acquire additional 
timber to be cut and transported by it, the estimate can be made 
to include the additional amount. 

In summarizing the principal points which I have endeavored 
to bring out, I repeat that a log-buying sawmill is entirely de- 
pendent upon the logs which it may buy; a few years may see the 
removal of all the timber which can be economically transported 
to the mill. This feature should be carefully considered in 
determining the economic life of such a mill and the consequent 
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annual depreciation charge. In arriving at the annual charge for 
depreciation, especially at the commencement of operations, a 
company Owning its own timber which it intends to cut and sell 
as logs, or cut and manufacture into lumber, should take into 
consideration the total cost of plant equipment necessary to log 
the entire tract and the probability of its abandonment thereafter. 














Legislation to Protect Storage-warehouse 
Receipts 


By ALBERT C. ADAMS 


Under the law in effect in many states a warehouseman doing a 
general storage business is required, upon request of the customer, 
to issue a negotiable warehouse receipt which shall stand for and 
carry the title to the goods deposited with him for storage. At 
common law warehouse receipts are not negotiable and are made 
so only by special statute. Even then they are not governed 
by the peculiar rules of the law, and become negotiable only in 
a limited way. By the uniform-warehouse-receipts act, now 
adopted by many states, a warehouse receipt may be issued as a 
non-negotiable or as a negotiable instrument. It is usually pro- 
vided that receipts shall be considered negotiable if drawn in the 
form of a negotiable document, even though stated or stamped as 
non-negotiable. If drawn so that the goods are deliverable either 
to bearer or to order, such instruments are negotiable; if drawn 
deliverable to a certain named person they are not negotiable, 
although assignable. 

A warehouse receipt made negotiable passes with greater free- 
dom from hand to hand than does one non-negotiable. This is so 
chiefly by reason of the fact that the transferee of a negotiable 
receipt does not need to notify the warehouseman of his acquisi- 
tion of title, while the transferee of a merely assignable document 
acquires no rights against the warehouseman except upon notice. 
Likewise the holder of a negotiable receipt, in the enjoyment of his 
rights to the goods represented, is not subject to certain defenses 
that otherwise would be good. 

Although a warehouse receipt is said to be negotiable as an in- 
strument of title, it can not be classified with cheques, bills of ex- 
change or promissory notes. Neither can it be made subject to 
the peculiar law that governs true negotiable instruments, except 
to a limited extent. Bills of exchange, cheques and promissory 
notes call for the payment of money—and not any particular 
money. Warehouse receipts call not only for goods, but for par- 
ticular goods, in which some person may have a title which is not 
apparent, as, for instance, when they have been stolen from him. 

If a warehouseman issues a receipt negotiable in form, he 
must know that the document may be negotiated. Consequently 
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the goods must not be delivered except upon proper presenta- 
tion of the receipt. If, however, the instrument is non-negotiable 
he is not bound to assume that the receipt will be transferred and 
he may therefore deliver the goods back to the depositor, even 
though the receipt be not properly surrendered, unless he has had 
due notice of its transfer. 

A transferee of a negotiable warehouse receipt obtains the title, 
if any, which the party had from whom he acquired the instru- 
ment, although that party may have transferred it in breach of 
trust or may have himself acquired it by fraud or duress. 

The warehouse receipt is evidence of the contract between 
the warehouseman and his depositor, and nearly always the 
relationship of the parties can be clearly established. Doubts 
arise only where the draftsman was inept in his choice of language 
or had no clear theory of the legal result to be achieved. Courts 
are therefore called upon to construe contracts wherein the legal 
expression of the agreement is incomplete or is ambiguous, and 
from those terms upon which the parties were articulate endeavor 
to ascertain their probable intent with respect to the terms{upon 
which they were silent. The grain warehouse and elevator cases 
show how the courts have met this problem. A customer who 
stores wheat in a warehouse or elevator loses title to the specific 
wheat delivered, when that wheat is commingled with other wheat 
of like kind and grade. He becomes instead a tenant in common 
of the whole mass, and shares proportionately in all the wheat in 
the warehouse with which his wheat might be lawfully commingled. 
His warehouse receipt evidences his ownership and title. His 
right is a property right, not a mere contractual claim, and the 
warehouse is considered a mere bailee of thewheat. The uniform- 
warehouse-receipts act states the rule: “ If authorized by agreement 
or by custom, a warehouseman may mingle fungible goods with 
other goods of the same kind and grade. In such case the various 
depositors of the mingled goods shall own the entire mass in 
common and each depositor shall be entitled to such proportion 
thereof as the amount deposited by him bears to the whole”’ (sec. 
23). An Iowa court stated the rule with more precision: ‘‘We 
think, then, that a depositor becomes a tenant in common of all 
the grain in the elevator with which his grain may properly be 
mixed, and he may demand the satisfaction of his receipt out of 
any or all such grain”’ (Sexton & Abbott v. Graham, 53 Iowa 192). 
Other American cases hold to this theory, and it seems clear that 
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title to the wheat itself is vested in the depositor and may be 
asserted as in any other personal property. 

A slight change in the terms of the understanding completely 
alters the legai nature of the transaction. If upon surrender of 
the warehouse receipt and payment of charges the warehouse or 
elevator has the option either to re-deliver wheat of like amount 
and grade, or to pay the then market price in cash, or to deliver 
other wheat with a monetary adjustment, then the courts look 
upon the transaction as a sale. Title to the wheat passes to the 
warehouse at the time of delivery, while the farmer retains a mere 
contractual right to a sum of money to be later determined or, at 
the option of the warehouse, to a specified amount of wheat. 

The test appears to be whether the holder of the receipt or the 
warehouse has the option and can dictate when the commingled 
wheat can be severed from the mass and disposed of. Warehouse 
receipts issued by country warehousemen are seldom explicit upon 
this point, with the result that receipt holders seldom enjoy the 
benefits to which they are apparently entitled as holders of negoti- 
able instruments of title. 

Passage of title is purely a question of intent, and there seems 
no logical reason why the parties should not agree that the ware- 
house should be a bailee with an option of purchase at the market 
whenever the holder of the receipt shall call for his wheat. Provi- 
sion might be made for the wheat deposited by each farmer to be 
commingled with other wheat of like kind and grade; that each 
farmer would hold a proportionate property interest in the undi- 
vided mass; that the undivided interest evidenced by a particular 
receipt could be severed from the mass and disposed of only upon 
presentation of the receipt; but that upon presentation of the 
receipt the warehouse would have the right to purchase the wheat 
at the market. There is no reason to doubt that such an agree- 
ment, if explicitly stated, would be given effect. If written upon 
the statute books, it would without doubt greatly enhance the 
value of grain-warehouse receipts as a medium of collateral mar- 
keting credit. 

It will doubtless be argued that present laws are sufficient in all 
cases save perhaps that of wheat, which is capable of being readily 
commingled and must often be so treated. It may be contended 
that the depositing of wheat, or cotton, or tobacco, or any other 
commodity in a warehouse in a special pile or bin constitutes an 
act of bailment. Such argument is successful only when it can be 
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clearly shown that the agreement between the parties im- 
plied the return of the identical goods upon surrender of the 
receipt therefor. But if it be conceded that present practice as- 
sumes bailment under existing conditions, then a statute explicitly 
stating that bailment can injure no one will remedy the defect 
now present in receipts covering fungible goods that are com- 
mingled. 

In some states the warehouseman acts in a dual capacity. In 
one he is a public warehouseman; in the other he is a merchant, 
trading in the goods which he stores, and often buying goods for 
which he has issued his own receipt. This arrangement has 
developed through custom and seems to be 2 convenient one. It 
need not be disturbed, for there seems to be no reason to deny the 
warehouseman the privilege of trading in goods of which he is the 
bailee. But the question as to whether he is in fact a bailee or 
has only assumed a contractual obligation is important. If he is 
a bailee he has no title to the goods. Purchasers who buy from 
him are put on notice, and may require evidence of title other than 
mere delivery of the goods. Warehouse receipts are then good, 
and the holder thereof is not at any time deprived of his rights to 
ownership. 

Warehouse receipts which are subject to construction so as to 
relieve the warehouseman from the trust of a bailee fail in their 
purpose. The title having passed with delivery of the goods, the 
holder of a receipt therefor finds himself the beneficiary of a con- 
tractual obligation, valid in so far as the warehouse is concerned 
and as its financial responsibility permits. The negotiability of 
warehouse receipts is thereby greatly impaired if not destroyed, 
and the problems of efficient and intelligent marketing materially 
increased. 

Agricultural products of the United States form a large part of 
the property ordinarily stored in public warehouses. It is of the 
utmost importance to the business, financial and agricultural in- 
terests of the country to uphold the practical working of the uni- 
form-warehouse-receipts act, whose valuable provisions were most 
evidently intended to promote the negotiability of mercantile 
documents. To this end adequate legislation seems not only 
prudent but necessary. 
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EDITORIAL 


Not long ago a dozen or more account- 
ants sat down together to discuss certain 
problems which had arisen in profes- 
sional practice. There were representatives of large firms and 
there were individual practitioners whose range of activity was 
comparatively narrow. Several sections of the country were 
represented at this informal conference. In the course of 
conversation someone mentioned the examinations conducted 
by the American Institute of Accountants and by the several 
states of the union for the purpose of determining the qualifica- 
tions of persons who would describe themselves as members of 
the American Institute of Accountants or as certified public 
accountants, or both. The opinion was expressed that no examina- 
tion which could be devised offered or could offer an absolutely 
fair test of an applicant’s ability and suitability for professional 
practice. One speaker then rather astonished his friends by 
saying that in his opinion no examination question which 
could be answered was desirable. He explained his meaning 
by saying that anyone with a reasonable degree of intelligence 
could learn the answers to any question or set of questions 
likely to be given in examination. These questions, he said, 
are not those which arise in practice. The practitioner knows 
that the problems which will confront him will not always 
be easy of solution and some of them will forever remain 
unsolved, or at least there will not be any general accepta- 
tion of any one solution as correct. The speaker predicted that 
the time would come when examination questions or problems 
would be so carefully devised and so complex that no one could 
answer them or solve them with any degree of definitude. This 
thought is not absolutely new, perhaps, but it is sufficiently 
unusual to deserve consideration and the long discussion which 
followed its utterance at the meeting to which we refer is evidence 
that the proposition calls for attention. 
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Everyone, of course, who is concerned 
with the preparation or grading of 
examinations knows that the written 
examination, and even the oral examination, leaves much to be 
desired. The same thing applies in the case of examinations of 
candidates for official recognition in law, medicine and other 
professions. The perfect examination has never been set. 
The best that can be said for any examination is that it is as 
fair as it can be made and that it is prepared by men who are 
competent and experienced. The chief difficulty about every 
examination is that no two men can be equally tested by any one 
set of interrogatories. The candidate’s physical condition, his 
nervous tension, the speed of his mental machinery, his individual 
circumstances, his peculiar environment—these and many other 
factors will always have a bearing upon the result of an examina- 
tion. Everyone has known of men who were proficient to the 
highest degree in their professional work but could not pass a 
formal examination, largely because of their nervous tempera- 
ments. And everyone has known of rather callow young men who 
had a certain facility in examination and would pass almost any 
test placed before them; yet they would have been quite inferior 
in actual practice to the man whose nervousness had interfered 


No Examination a 
Perfect Test 


with his success in examination. 


It has long been the custom to prepare 
and place before candidates examina- 
tions which call for certain rather 
clearly defined answers, and in some cases examiners have been 
so restricted by routine and precedent that they have failed to 
recognize the intelligence displayed by candidates who have 
given answers widely varying from the stereotyped form. This 
is a condition with which every schoolmaster of primary or 
higher educational institution and every professional examining 
board is quite familiar. We have heard of another form of 
examination, although fortunately we have not heard of it 
lately. This was a proposal to present a set of questions and the 
correct answers before the candidate, permit him to study them 
and then at a subsequent date come forward and present his own 
method of traveling from the problem to the solution. We can 
readily imagine that this form of examination would appeal 
rather strongly to some candidates. There was, perhaps, a sound 
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theory underlying the plan. If the candidate could show an 
intelligent grasp of the process from what might be called the raw 
material to the finished product, he might be given a fair amount 
of credit; but the whole scheme is so susceptible to unworthy 
influence and to deception that it would not appeal to many 
authorities entrusted with the duty of testing examinees. The 
other proposal to which we have referred, that an examination 
problem should be insoluble, is possibly premature, but we are 
not sure of that. Suppose, for the sake of example, one problem 
should be offered for the consideration of a group of fifty candi- 
dates. Those who prepared the problem, let us assume, had not 
themselves been able to find an answer upon which all could 
agree. The fifty candidates would be differently affected by 
such a problem. Most of them would cross and uncross their 
legs, run their hands through their hair, and gaze despairingly at 
the ceiling. Then in the course of time they would set down 
what they believed to be the proper treatment of the problem at 
issue. No two of them would present the same processes of 
reasoning and probably the results attained would be as wide 
apart as the poles. In such a case, what is an examiner to do? 
That seems to us the weakness of the whole proposal. 


The theory calls for giving credit for the 
intelligence of the answers, but in order 
to make a comparison of the respective 
intelligences, the examiners themselves would have to be excep- 
tionally broad-minded and liberal. It would be absolutely 
essential that all the solutions should receive the consideration 
of the same examiners. Otherwise there would be a disparity in 
treatment of candidates which would invalidate the whole plan. 
Such examiners, of course, could be found, as they have been 
found in the past. It is the custom of the examiners of the 
American Institute of Accountants, and no doubt of state 
boards of accountancy, to give credit for the ability and theoret- 
ical knowledge of candidates even when the answers or solutions 
do not altogether agree with the author’s ideas. It would not do 
i | to have any examiner engaged in the marking or grading of such 

an examination who was inclined to run in a rut. Only those 

with broad vision and freedom of action could be selected. 

Herein, as has been said, is the great difficulty, but assuming, for 

the moment, that it would be possible to obtain the right kind of 
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men who could devote the required amount of time to the review 
of candidates’ papers, it seems probable that an insoluble ex- 
amination would be a step forward. At least it would serve to 
show what the candidate would do if he were confronted by some- 
thing which he had never encountered before and, as everyone 
knows, that is an ordinary experience of a practising accountant. 
It has been said that in time to come there will be no more ex- 
aminations for any professional career, but that each man who 
aspires to inclusion in the rolls of a profession will be rated by his 
fellows because of accomplishment. The engineering societies 
base their membership on such a principle and it is comparatively 
easy for them todo so. Other professions whose products are 
less tangible could not so effectively adopt accomplishment as 
the sole basis of recognition. The lawyer, the physician, the 
accountant—these and others are often unable to make known 
what they have done without serious breach of that confidential 
relationship which is an essential attribute of professional prac- 
tice. But it may be that some plan yet unknown will be devised 
by which the accountant or other professional man will be able 
to demonstrate what he knows by what he has done. That, 
however, is far in the future. For the present we must rest 
content with the principle of examination as it has come down to 
us. Perhaps we shall be looking toward the light of a new day 
when we can adopt something which will resemble the insoluble 
problem as a basis of recognition. 


Within a few days after the publication 
of this issue of THE JOURNAL OF Ac- 
COUNTANCY the national elections will 
have come and gone and we shall know, so far as anything political 
can be known in advance, what kind of administration the country 
may expect for the next four years. Apparently doubts as to the 
effect of the election are not interfering with public confidence. 
The action of the stock market during the past few weeks is 
almost without precedent. The incorrigible optimism of the 
investing public continues. Warnings issued by authorities 
have no effect and the public buys and buys; stocks rise to a 
market value altogether out of proportion to the companies’ 
earnings; the country is passing through an election campaign 
which is in many ways the most important that has been held 
during the present century; the prophets of evil prophesy on 
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every hill—and yet the public buys again. No one can foresee 
the effect of the present over-valuation of securities. For a year 
or more some of the wise men have been shaking their heads and 
saying that the end was at hand and a steady or rapid decline in 
valuation was imminent. Perhaps when the election is over 
there will be an inclination to settle down to common sense and 
to let the market resume a normal and healthy level. Probably 
there will be no violent tumble—at any rate it is devoutly to be 
hoped that we shall avoid panic fear—but quite evidently some- 
thing must happen. There is no writer on current finance whose 
words are more carefully weighed or more intelligently inspired 
than Leonard P. Ayres, vice-president of the Cleveland Trust 
Company. He said the other day, ‘‘We have been able to 
finance simultaneously a business boom, a building boom, a 
Florida boom and a stock-market boom without the slightest 
trace of a credit stringency. The American people are in a 
mood of invincible optimism. Now they have turned to the stock 
market where prices of the stocks of mail-order houses, chain 
stores, motor companies and soft-drink firms are selling on a 
basis to yield one-half as much as the obligations of the United 
States government.”’ Exactly. But no one so far has been 
able to make the speculator understand the facts. 


It is always a little amusing when an 
oracle iterates the obvious. It reminds 
one of going to Delphi to learn that it 
is a pleasant day, or that perhaps it looks like rain. And one of 
the charming characteristics of oracular platitudes is that they 
are uttered with such fearful solemnity. Take, for example, that 
eminent exponent of financial impartiality, The Commercial & 
Financial Chronicle published these many years in the City of 
New York. It is now in its one hundred and twenty-seventh 
volume and its reputation is almost unequaled for stability, 
discretion and lack of humor. One may read the Chronicle and 
learn much but laugh never. We confess that we admire—using 
the word in its literal sense—the Chronicle, and an unbroken file 
in the office library is a source of pride; but in these cheerful and 
lovely days of autumn it is a little too much to have to read in 
the Chronicle that there is really something known as accounting. 
In the old days when accountants were unregenerate and ad- 
vertised themselves and their merits, several accounting firms 
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paid for space to announce their names to the readers of the 
Chronicle, but evidently the editorial office and the business 
office of this esteemed weekly publication are independent, which 
is as it should be. The present discovery of fair weather is 
expressed in the course of a review of a book which deals with 
an accounting subject. This book, by the way, when reviewed in 
THE JOURNAL OF ACCOUNTANCY, was not regarded as the greatest 
treatise ever compiled. Our reviewer said that he could not 
conscientiously recommend the book for the purpose for which 
it was written. Our reviewer, of course, was in error, but we 
mention the fact to indicate that there may be a difference of 
opinion. Let us close our eyes, fold our hands and listen to the 
voice from the fane: 


‘Accounting is defined as a method of measuring and of interpreting 
the economic transactions of a specific enterprise. This is broader than 
mere bookkeeping, and is by ho means limited to strictly business affairs. 
It has application to every conceivable occupation in which a man may 
desire to know the relative value of his work or his investment, and the 
immediate results so far as these can be measured in relation to their 
cost and appreciable returns. Measurement means exact record of all 
essential economic facts; and interpretation involves classification and 
comparison of the accounting data. It is more than the familiar system of 
double entry, and it supplies information for discriminating in values, 
and the possibility of administrative control. 

“In the business of the state and all forms of organized public service, 
it is essential for information and control, as it is also in supervising 
chartered organizations, railroads, banks, trade corporations, etc. It 
provides permanent records as well as immediate information. Modern 
business is often so extensive and complex that no one person is competent 
to supervise and direct it all. . 

‘Accounting differs from statistics in that accounting usually limits 
its measuring of economic phenomena to the facts which can be expressed 
in terms of money. : 


“All this points to the unique position now occupied by the accountant, 
both public and private, and the interest which every business man has 
in the subject. If accounting is in fact a matter of ‘economic control,’ it 
cannot be disregarded in any business, large or sma!!. As it comes to be so 
understood by the public, we shall not have business corporations so often 
suddenly collapsing, or dragged into court, senior partners aghast at what 
has been brought to light or occurred since their retiring, the defalcation 
of men and of houses far above suspicion, astounding undetected fraud, 
and private estates in impossible condition when presented for probate as 
these from time to time now are seen. Accounting ought not to be thought 
so little practical or so difficult of understanding that it should not be 
heeded, or thought only a matter for the few.” 


There is much more of the same sort, but this is quite enough. 
It is a great comfort to have this long-desired and definitive 
exposition of accounting from so high a source. The accountant 
may take heart of grace and go forth cheered and strengthened. 
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Heretofore he has hesitated. Now his true purpose has been 
discovered and all is well. 


One of the most dangerous pitfalls in the 
debatable ground of accountancy is 
terminology. The efforts which have 
been made by the committee on terminology of the American 
Institute of Accountants to bring about something approaching 
uniformity in the use and intent of words and phrases is an 
evidence of the difficulty which besets the profession. The 
question has been discussed time and again and it is not altogether 
certain that we shall ever reach a definite and enduring answer. 
Now and then, however, someone arises to suggest an improve- 
ment, or what he believes would be an improvement, and we 
sometimes publish these suggestions partly for the purpose of 
entertaining our readers and partly as a horrible example. The 
letter which we print below serves one of these two purposes: 


Terminological 
Suggestions 


Sir: I have read with interest the somewhat spasmodic outpourings 
of the committee on terminology. While its hopes, if any, may not be 
realizable and its methods may be disjointed, still its productions are 
entertaining. They induce me to make the following suggestions. 

Doubtless you are aware that all men of prominence are subject to the 
danger of having their past utterances brought up against them—as 
the newspapers have vividly reminded us of late—and I call to your 
remembrance the editorial remarks which appeared in the issue of THE 
JOURNAL for October, 1924. 

There you refer to a suggestion that the word ‘“accouncy”’ should replace 
“accountancy,” if we are to be consistent. Permit me to join in your 
condemnation of the suggestion. The very strength of our language 
depends in part upon the breaking of many rules and disregard of all 
precedents when necessary. ‘‘Accountancy”’ is fully understood, as they 
believe, by lawyers, bankers and business men—it is merely a matter 
of figures—and even some accountants, among whom I place myself, are 
beginning to learn what it means. 

As to your desire for a new term to describe accountants in charge of 
engagements, a friend of mine hails from England and tells me that in that 
country there is a class of men known as “leading clarks.’’ I know not 
whence they come, what they do, or whither they go, but the term makes 
an appeal to me. 

Would it be possible, and advisable, for us to sacrifice our national 
pride to the extent of borrowing the term from our cousins and adopting 
it for ourselves? 

I shall be glad, Sir, to read an expression of your opinion on the point. 

Yours truly, 


W. B. A. 


As we understand the meaning of the term ‘leading clerk,”’ it 

applies to the class of men who in most American offices are 

known as supervisors or supervising seniors. There are many 

ways in which the British accountant offers assistance to the 
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American by precept and example, but if there be any inherent 
virtue in the expression ‘‘leading clerk’’ which excels the virtue 
in the more common American terms, it is not apparent. Quite 
unfortunately the term ‘“‘clerk’’ in America has been distorted in 
its meaning. It is still used to some extent in its proper sense, 
but when we read and speak of clerks in dry-goods stores we are 
quite a long way from the primitive significance of words. Not 
only do we pronounce the word in a way which greatly offends 
the people of Britain, but we apply it in a way that leaves them 
desolate. 


While on the subject of terminology, it 
may be of interest to recall a speech by 
Frank C. Mortimer of Los Angeles 
delivered at the annual meeting of the American Bankers Associa- 
tion recently in Philadelphia. He was speaking of the term 
“investment trusts,” which has come lately into use, and is, 
according to the speaker, a misnomer. He said that trust 
companies had no quarrel with any legitimate general investinent 
plan, but he declared that it is a far cry from the legal respon- 
sibilities of individual trustees and the business of trust depart- 
ments and trust companies to the operation of some of the outside 
investment trusts organized during the last five years. According 
to the daily papers, Mr. Mortimer said, speaking of investment 
trusts, ‘‘ They do make investments, it is true, but they are not 
organized to do a trust business in its proper sense. This is 
doubly unfortunate in that there are probably no two words in 
the field of finance which, taken together, are more imposing or 
more confidence-begetting than ‘investrnent trust.’ The invest- 
ment of trust funds, however, is a ver, different matter.”” The 
speaker suggested that the organizations which he was discussing 
should be described as investment groups, investment associa- 
tions, investment companies, investment pools or investment 
organizations, and that they should be required by law so to 
designate themselves. There is probably some force in the con- 
tention which Mr. Mortimer put forth. We can imagine that 
one who has an interest in a trust company would regard with 
disfavor the use of the word “‘trust’’ in any way which might 
lead to public misunderstanding; but on the other hand, does a 
trust company always merit the implicit faith which the fine old 
word ‘‘trust’’ implies? Is it not true that ‘“‘trust’’ in the ex- 
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pression ‘‘trust companies’’ has assumed a meaning which is a 
slight departure from the original? We do not know; we ask for 
information. When a trust company receives money and invests 
it in ventures which seem to the trust company perfectly safe, is 
there any wide difference between that operation and the activi- 
ties of an investment trust? The trust c»mpanies as a whole 
have served their generation well and wisely. We hope that the 
investment trusts which are springing up here, there and every- 
where will be equally beneficent, but we do not know that there 
is any particular and inescapable reason why the word ‘‘trust”’ 
should be restricted to one form of fiduciary investing. It is all 
a question of terminology and perhaps the bankers are in no 
better case than are the accountants. 


One of the rather widely known news- 
papers in a southern community has 
concerned itself with the exorbitant fees 
which have been charged by accountants for the audit of books of 
public offices. It is evidently unnecessary that certified public 
accountants should be engaged to investigate the receipts and 
expenditures of public servants. The end in view can be ac- 
complished in a much simpler and much cheaper way. For 
example, it is pointed out that the laws of one state provide as 
follows: 


“1. Every public official of any county, city, town or political sub- 
division or graded school district less than a county, whose duty it is, by 
virtue of his office, to collect, receive or have the custody of public funds 
of said county, city, town or political subdivision, except in counties 
containing a city of the first class, shall at the. expiration of each fiscal 
year prepare an itemized, sworn statement of ‘such funds so collected, 
received and disbursed by him, during the fiscal year just closed, which 
statement shall show the amount of public funds collected and received 
and from what source received, the amount disbursed, for what purpose 
expended and to whom paid, and said official shall procure and include in 
or attach to said report as a part thereof a certificate from the cashier of 
the bank or banks in which such funds are deposited, showing the balance 
of such public fund or funds to the credit of the official making such 
statement; and such officer shall within thirty days after the close of the 
fiscal year cause such statement to be published in full in a newspaper in 
said county which has the largest circulation therein, and said officer 
shall file a written or printed copy of said statement, subscribed and sworn 
to, in the office of the county court of the county in which said officer 
resides, or holds office. Provided, that the publication required in this 
act shall be made in the size of type provided by law and at the rate 
provided by law, to be paid out of the public funds in the hands of the 
officer making such statement. 

“2. Any public official who shall refuse or neglect to comply with the 
provisions of the first section of this act, shall be deemed guilty of a mis- 
demeanor and upon conviction thereof, shall be fined not less than fifty 
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dollars ($50.00) nor more than five hundred dollars ($500.00), at the 
discretion of the court, which fine shall be paid into the treasury of the 
county or town in which the officer convicted of said misdemeanor shall 
hold his office.” 
It will be obvious to the most casual reader that a law such as 
that we have quoted will entirely avoid any fancied need for the 
employment of a certified public accountant. Indeed, as the 
newspaper from which we are deriving information expresses it, 
‘‘When a public official is required to publish to the world each 
year every cent he receives and every cent he spends, he will be 
very careful from the very beginning—and the expensive annual 
audit will be absolutely unnecessary. These reports can be 
published for less than one-fourth the cost of an annual audit by 
certified public accountants—and the people will be able to under- 
stand them.’’ The remedy is so simple and the ailment has been 
so prevalent that it does seem extraordinary that no one dis- 
covered a cure before this time. But then, some of the greatest 
medical discoveries have been like that. 
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CONDUCTED BY THE SPECIAL COMMITTEE ON TERMINOLOGY OF THE AMERICAN 
INSTITUTE OF ACCOUNTANTS 


The special committee on terminology requested certain well known ac- 
countants in public practice to give it the benefit of their comments and criti- 
cisms on the group of definitions dealing with “ profits’’ which appeared in the 
issue for October, 1928. In the main the comments received were favorable, 
but some very instructive criticisms were made, which the committee quotes 
or summarizes as follows: 

GROSS PROFITS: 
One of the accountants addressed writes as follows: 


“In my opinion, simplification in terminology is highly desirable. 
Accordingly, I can see no good purpose in recognizing the term ‘prime 
gross profits.’ You say that ‘in the ordinary form’ of manufacturing or 
trading account, the cost of sales includes any loss of merchandise by 
theft, reduction in market value, etc. It seems to me that this is not a 
question of form. I think we all agree that cost of sales—or, more prop- 
erly, cost of goods sold—should strictly not include any extraordinary 
losses or reduction in market value of goods unsold, but, likewise, as a 
matter of practice we do not adjust the cost for such elements unless the 
amounts involved are relatively large. It seems to me, therefore, that 
you might well have said that gross profits are based upon the cost of 
purchase or manufacture of goods sold, but that in practice the cost fre- 
quently includes such things as loss by theft and reduction in market 
value of goods unsold. In short, I do not think that we need to set up 
different terms for cost and gross profits computed with strict accuracy, 
as compared with those computed in the customary way.” 


NET PROFITS ON SALES: 

One criticism of this definition, which the committee accepts, is the follow- 
ing: 

“It would seem advisable to delete the phrase ‘actual or prospective’ 
as its inclusion, without amplification, might lead to misunderstandings. 
Moreover, it could be dealt with more appropriately when defining the 
expenses to be deducted in arriving at the net profits on sales.” 

Another criticism questions the validity of the term itself. Our critic says: 

‘“‘If you are to recognize such an intermediate classification as you do in 
your ‘net profit on sales,’ it seems to me that you might better call it ‘selling 
profit’—although I doubt that there is any particular significance to 
that.” 

The criticism may be a fair one, but in reply the committee can only plead 
that the expression defined appears to be in quite general use and an attempt 
was made to define it without expressing an opinion as to its desirability. 
UNDIVIDED PROFITS: 

The committee is conscious of an omission from the original definition of 
this phrase, to which attention is called by the accountants to whom the defini- 
tions were submitted. There should be added to the definition: 


Some banks and other financial institutions carry accumulated 
earnings, less dividends paid, and losses, etc. charged off, in an undivided- 
profits account until such time as it is desired formally to transfer all or 
part thereof to surplus account. 
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UNDISTRIBUTED PROFITS: 
The following is quoted from one letter received by the committee: 


“In my opinion, the word ‘undistributed’ is just as appropriate as 
‘undivided,’ in the sense that the latter is used in the last paragraph of the 
definition of ‘undivided profits’; in other words, I do not see why the 
balance of a profit-and-loss account of a partnership, which will eventually 
be distributed to the partners’ accounts, may not as aptly be termed 
‘undistributed profits’ as ‘undivided profits.’”’ 


The committee feels that this use of the word “ undistributed"’ follows the 
dictionary sense solely and that it may be held to connote more than simple 
“distribution”’ to the partners’ individual accounts. We know of large part- 
nerships where the word “‘distribution’ means payment in money. In these 
cases there is a distinct difference between undistributed and undivided 
profits. Profits may not be in the form of cash, and so may not be distribu- 
table, but may be divided. 

EXPENDITURES: 

Referring to the committee’s definition of this term, one correspondent writes: 

‘‘It does not seem to me that the term carries any implication upon the 
point whether the outlay is chargeable against capital or income. | 
would change the first sentence of your definition somewhat as follows: 
Charges incurred whether or not actually paid; to be distinguished from 
disbursements, which represent actual cash outlays. 

‘‘In the phrase ‘income and expenditure accounts,’ expenditure natu- 
rally is limited to expenditures chargeable against income, but this is im- 
plied in the phrase which is only a shortened form of the phrase ‘account 
of income and of expenditures therefrom.’ The last sentence of your 
definition of course admits the point I am making and is inconsistent with 
the first sentence.” 


The committee accepts this change in the definition. 
SECURITIES: 

Two critics take exception to the committee’s definition of this expres- 
sion. The objections raised are sufficiently met by the adoption of the follow- 
ing suggestion, to be incorporated in a later form of this definition: 


“The definition of securities eligible for classification as current assets 
should be amended sco as to exclude non-voting securities issues of sub- 
sidiary or affiliated corporations of which a substantial proportion is held 
by the reporting company. It would seem inadvisable to include voting 
securities of subsidiary or affiliated corporations under this heading. 

“The definition of securities of subsidiary corporations ‘held for tem- 
porary investment and readily marketable’ should be amplified so as to 
indicate that only bonds or other funded obligations or preferred stocks of 
subsidiary corporations that could be readily sold in the open market are 
eligible for classification as current assets, and then only if the holdings 
would not affect the market if sold in a short space of time.” 


PROVISION FOR BAD DEBTS: 
The following criticism is made of the alternative definition suggested by a 
correspondent and given in the October issue: 

‘The first alternative for calculating the provision for bad debts is in- 
complete because no reference is made to the year-end adjustments neces- 
sary to bring the estimated provision into substantial agreement with the 
actual losses for the period.” 
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The committee has received the following question from a practising ac- 
countant: 

‘In preparing audit reports, especially of societies and governmenta! 
offices, I am somewhat puzzled as to what heading to use on disbursement 
statements. For instance, when a statement of receipts and disburse- 
ments has as a supporting schedule a detailed disbursement statement | 
find that some of my assistants use: ; 

1. Statement of disbursements for the period............ 
2. Classification of disbursements for the period. ......... 
3. Analysis of disbursements for the period........ TTT TTT 
“The matter is of little importance, but I wondered if there was any 
uniformity among accountants as to the headings used or whether it is a 
matter of individual taste or rule of the office. Has the Institute, in its 
terminology recommendations, made any distinction between the words 
‘classifications’ and ‘analysis’?’’ 
The committee submits the definitions which follow: 
ANALYSIS (see also classification): 

Strictly speaking, an analysis is the resolution or separation of anything 
which is compound into its component parts, the result of this operation being 
shown in a report or statement. 

In accountancy the word is frequently used to describe both operations in 
such expressions as “‘ Analysis of disbursements.'’ Although such a phrase as 
‘Statement showing the analysis of disbursements” is more correct, the use of 
the shorter term is so general that it has now become accepted. 
CLASSIFICATION: 

In accountancy this word is frequently used as a synonym for analysis (q.v.) 
or distribution, although the two things are distinct. 

Classification is the arranging or dividing into classes of those items or 
things which have certain common characteristics, e.g., manufacturing expenses, 
factory expenses, etc. The result of such work is usually shown in a schedule 
or system of classification which serves as the basis for an analysis or distribu- 
tion of the amounts expended for each class of items. 

DISTRIBUTION: 

In accountancy, the act of arranging items under the various headings pro- 

vided for in a system or schedule of classification (q.v.). 





The following comments were also received with reference to certain defini- 
tions appearing in the January, 1928, issue: 

“You have invited your readers to submit suggestions and criticisms of 
the definitions, prepared by the special committee on terminology of the 
American Institute of Accountants, which appear in the Terminology 
Department. I, therefore, offer the following comments which oc- 
curred to me on reading certain of the definitions. 

EARNINGS, NET: 

“The definition as given by the committee states that net earnings are 
arrived at ‘generally before deduction of provision for depreciation and re- 
tirements’ but ‘after deduction of the operating expenses.’ This defini- 
tion seems to me to be faulty in two respects. First, it may lead one to in- 
fer that the provision for depreciation and retirements is not an operating 
expense, which is the precise opposite of what accountants have been trying 
for some time to impress upon our business men. Second, depreciation 
is not a provision out of net earnings; it is a necessary expense to be in- 
curred before any net earnings emerge. I take it that the committee 1s 
attempting to define accounting terms as it is considered they should be 
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understood by accountants, and is, in this case, not merely attempting to 
define net earnings as popularly used. I, therefore, think it of some im- 
portance that accountants should not countenance any definition which 
does not unequivocally refer to depreciation as an expense of doing busi- 
ness. 


EXPENDITURE, REVENUE: 

‘The committee’s definition, strange to say, does not mention that 
revenue expenditure is any expenditure which is not capital expenditure, 
and has no cross reference to the definition of the latter. So far as I am 
aware the use of the term revenue expenditure is neither restricted to 
Great Britain nor to so-called parliamentary companies and still less to 
the double-account system of accounting. 


DEPRECIATION METHODS: 
Sinking-fund Method: 

“The definition of the sinking-fund method of providing for depreciation 
states that it ‘does not differ from the annuity method except that the 
funds are never used for general purposes.’ According to my understand- 
ing of the two methods, the annuity method provides an annuity sufficient 
to repay the capital sum invested in the asset plus interest on the yearly 
diminishing balance thereof; the sinking-fund method provides such an 
annual amount as accumulated at some fixed rate of interest will equal 
the capital investment in the asset at the end of its useful life. 

“The following example based on one in The Accountant's Dictionary 
(page 402) will show the effects of both methods: 

‘‘An asset costing $6,000, having an estimated life of 10 years, and hav- 
ing no residual value is to be depreciated by the annuity method and by 
the sinking-fund method charging interest at 3%: 





Annuity method Sinking-fund method 
Amount Yearly Interest earned 
of Yearly sinking _ by sinking 
Years annuity interest fund fund 
ae $703.38 $180.00 $523.38 nares 
2 703.38 164.30 523.38 $15.70 
3 703 . 38 148.10 523.38 31.85 
4 703 .38 131.45 523.38 48.55 
5 703. 38 114.30 523.38 65.70 
6 703.38 96.65 523.38 83.35 
7 703 .38 78.45 523.38 101.55 
8 703 .38 59.70 523.38 120.30 
9. 703 . 38 40.35 523.38 139.65 
10. 703.38 20.50 523.38 159.50 
$7,033.80 $1,033.80 $5,233.80 $766.15 
Total burden to profit 
and loss.......... $6,000 .00 $5,233.80 
Total depreciation bur- 
den to profit and 
|| Rb Ng rh 7,033.80 5,233.80 


Annuity Method: 

‘In defining the annuity method the committee states that the amount 
to be provided must ‘produce a sum equal to the cost or the replacement 
value of the asset.’ This immediately opens up the whole question of 
whether depreciation is a ‘cost’ of doing business, or whether it is a finan- 
cial expedient. To be more explicit: is depreciation a charge to recoup 
original capital investment or is it a method of financing the repiacement 
of capital investment at prices and under conditions rales at the date of 
replacement? Possibly there are differences of opinion among account- 
ants. But may I, with due humility, suggest that the committee would 
be doing the accounting profession an additional service if it were, once 
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and for all, to make it clear that depreciation has nothing to do with chang- 
ing price levels or replacement of an asset (in fact accountants do not 
care whether the asset is ever replaced) but is a definite expense of doing 
business and is only to be distinguished from other expenses in that it is 
not susceptible of exact measurement. 

“In conclusion may I record my appreciation of the good work being 
done by the committee, and may | ask if it is too early to give expression 
to the hope that on completion of the definitions THE JOURNAL oF 
ACCOUNTANCY will make them available in book form?” 

The committee desires to acknowledge these criticisms, which are of a very 
helpful character, and to submit the following comments regarding them: 
EARNINGS, NET: 

The committee’s definition was admittedly drawn more particularly from 
the point of view of public-utility accounting. It is only fair to say that in 
such accounts provision for depreciation and retirements is generally not re- 
garded as an operating expense, nor is it included when the operating ratio is 
computed. 

In support of this statement, reference is made to the figures for some ninety- 
five gas and electric companies published monthly by the United States depart- 
ment of commerce. These figures show simply gross earnings and net earnings, 
concerning which the department states: ‘‘Gross earnings consist in general of 
gross operating revenues, while net earnings in general represent the gross, less 
operating expenses and taxes, or the nearest comparable figures.’’ The com- 
mittee’s information is that these operating expenses do not include deprecia- 
tion and that the net earnings, which reflect the results for by far the larger 
part of the entire industry, are thus stated before deduction of depreciation. 

The committee can not disregard the practice of almost an entire industry, 
particularly when it is remembered that the expression “net earnings”’ is not 
intended to be synonymous with ‘‘net profits.”” It is recognized that no state- 
ment of profits in any industry is complete until provision for depreciation 
and retirements is taken into account, but it would be futile to define a phrase 
aS meaning something which in actual practice it seldom does mean. We may 
claim unequivocally that depreciation is an expense of doing business without 
necessarily insisting that it is a part of operating expense, which to the operator 
means a very definite thing. 

On the other hand the Uniform Classification of Accounts for Electrical 
Utilities prepared by the National Association of Railway and Utility Com- 
missioners and adopted by over one half the states, does include retirement ex- 
pense in the general-and-miscellaneous-expenses section of operating-expense 
accounts, with a provision that a proper reserve for retirements should be pro- 
vided by charges to this account or to surplus, or both. The excess of income 
over operating expense in this classification is described as ‘‘Operating income 
applicable to corporate and leased properties,” not as “‘net earnings.” 

The classification of other states as to public utilities and that of the inter- 
state commerce commission for railroads similarly provide for the inclusion of 
depreciation in operating expenses. A study of the prospectuses issued in 
public-utility financing, however, will demonstrate that depreciation is gener- 
ally not deducted in stating net earnings. 

The committee desires to go on record as being entirely in accord with the 
principle that depreciation is a part of the cost of production in a manufactur- 
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ing concern. Cost of production and cost of operation are somewhat different 
concepts, however. 
EXPENDITURE, REVENUE: 

The committee questions the validity of the expression “revenue expendi- 
ture’ as having any recognized acceptance in American accounting. If it be 
held to mean any expenditure which is not capital expenditure we become in- 
volved in the consideration of the category into which expenditures for re- 
placements fall. 


DEPRECIATION METHODS: 
Sinking-fund Method: 

Our correspondent refers to figures obtained from The Accountants’ Dictionary, 
for which this committee is not sponsor. Even if the annuity method of com- 
puting depreciation funds were as our correspondent gives it the result would 
differ from that obtained by the sinking-fund method only in that each year 
would show a larger charge for depreciation with a compensating credit for 
imaginary interest. Following is a completion of the figures, taking up a 
factor which should not be ignored—the interest earned by the accumulated 
fund. Probably our correspondent overlooked the difference between a reserve, 
which does not necessarily demand a setting aside of actual funds, and a fund, 
which is actually set aside and earns interest: 


Net charge to opera- Interest earned by 


tions per Account- fund not taken Actual net 
ants’ Dictionary up in authority cost for 

(annuity less inter- quoted each year 

Years est credit) 
1 $523.38 aoe $523.38 
2 539.08 $15.70 523.38 
3 555.28 31.85 523.43 
4 571.93 48.55 523.38 
>. 589 .08 65.70 523.38 
6 606.73 83.35 523.38 
7 624.93 101.55 523.38 
8. 643.68 120.30 523.38 
9 663.03 139.65 523.38 
10 682.88 159.50 523.38 
$6,000.00 $766.15 $5,233.85 


The net cost by the annuity method is thus exactly the same, not alone in 
total but for each year, as shown by the sinking-fund method. Why the an- 
nuity method should be so distorted as to charge to depreciation more than the 
amount actually added to the depreciation fund, the excess being credited to 
interest, is not clear. The interest earned by the fund, $766.15 shown above, 
may have been forgotten, or may have been considered as further interest 
income; but the establishment of a fund usually is on such a basis that interest 
earned by the accumulations is a part of the fund. 

Referring to the phrase ‘‘cost or replacement value,”’ this was intentionally 
inserted. Accountants of the highest standing differ as to the propriety of 
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providing for replacement at original cost or at present replacement cost. The 
committee has no authority to settle that question, but is authorized to define 
accounting terms. The definition as originally submitted is correct, no matter 
whether cost or replacement value is to be provided. 


Another correspondent asks, ‘“‘From a professional point of view is there a 
practical difference in the meaning of assets and resources?’’ The committee 
submits the following: 

ASSETS was defined in THE JOURNAL OF ACCOUNTANCY for June, 1923, as 
follows: ‘‘ The entire property of all kinds of an individual, corporation, associa- 
tion or estate available for or subject to the payment of debts.” 

RESOURCES is frequently used as a synonym for ‘‘assets’’ and is so em- 
ployed by some writers of accounting textbooks. Its use in this sense is not 
recommended, since it does not appear to be applicable to all cases. The word 
‘“‘resources’’ connotes availability and certain assets of great value may not 
be available in the accepted sense (e.g., they may be pledged). The assets 
of a bank or an insurance company are usually of a character to be designated 
as resources and are frequently so described. This appears to the committee 
to be a general business use of the word rather than a technical account- 
ing expression. 

The distinction may be illustrated by the use of the words ‘‘assets” and 
‘“‘resources'’ as used in statements. Probably no accountant would head the 
debit side of a balance-sheet with the word “‘resources’’ and many accountants 
observe this distinction when they prepare statements, reserving the word 
“‘assets”’ for those items which appear on the ledger, or on the balance-sheet, 
at their book value, while in a statement of resources and liabilities these fig- 
ures may be modified to indicate the probable realizable value of the property 
described. 

In the latter sense ‘‘resources”’ has a rather broader meaning. 

Among the most valuable resources is the credit of an individual, or of a con- 
cern—that power which makes it possible to borrow money or to obtain goods 
and services without immediate payment. When speaking of a person’s re- 
sources we include this power of raising money which does not appear on any 
ledger and can not be included in assets. A resourceful man has not exhausted 
his resources when he has marshalled all his assets. 

An example of the use of the expression in this sense is found in that class of 
statements prepared to show the financial changes which have resulted from 
business operations and are frequently indicated by some such title as “A 
statement of resources provided and the disposition thereof.” Very frequently, 
one of the principal items in such a statement is that of borrowed money, which 
can not be regarded as an asset—at any rate, until the cash has been received— 
although such items do indicate the existence of a valuable resource. 

The committee is of the opinion that the distinction indicated is useful and 
should be generally observed. 


The committee has enjoyed reading a letter from a certified public account- 
ant writing from Chicago, giving valuable suggestions as to the ‘mechanical 
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make-up” of definitions published, especially those relating to funds. The 
limited space at command prevents publishing the letter in full, but the com- 
mittee makes the following observations: 

Under the method of arrangement described in the JourNAL for June, 
1922, the definitions, when finally printed, will appear thus: 

FUND 

FUND, contingent 

FUND, sinking, etc.: 
It has been thought that such an arrangement will save much repetition, will 
show that each derivative must be read with reference to that of the root word 
and answers in part the objections of our correspondent. 

The committee suggests that the opening words of the definition of the word 
“fund” be amended to read: 

FUND: 

Essentially something which may be drawn upon; consisting in ac- 
countancy primarily of a sum of money or of securities which are immedi- 
ately realizable, or both. 

If such a change be made each definition could be opened with the word 
“fund” except in the few cases, such as ‘‘imprest fund,”’ where certain limita- 
tions exist. 

The committee defends the grammatical correctness of the expression of 
a fund of money” which is on all fours with the current expressions ‘‘a fund 
of humor,” a “‘fund of information,” etc. 

An imprest fund can be nothing but a sum of cash—even securities are inad- 
missible. 

The committee can not go the whole distance with its correspondent in 
admitting that the definition of an insurance fund is a description and not a 
definition. The Century Dictionary defines a definition as ‘‘A statement of 
the signification of a word,” and the committee feels that it has complied with 
this requirement. 

It agrees with its correspondent that the definition of a trust fund would be 
improved by omitting the first word, ‘“‘generaily.” The meaning intended 
was “in general,’’ not the more colloquial meaning of ‘‘usually.” In the case 
of ‘working funds,”’ however, the phrase has two distinct meanings and the 
word ‘“‘often’’ was used advisedly. Sometimes the phrase is applied to the 
working funds of a branch, while at other times it is used to indicate the working 
capital of an enterprise. 

The committee is glad to add “‘ non-sufficient funds” to its list as a synonym 
for “insufficient funds.” 

Finally it tenders its thanks to the correspondent and hopes that it may 
have future communications from him and from others who are sufficiently 
interested to send their criticisms. 


a“ 





Another correspondent comes at the committee lustily on this question of 
funds. We quote from his letter as follows: 

“The tentative definition is bedeviled with the fear that the term may 
be used incorrectly on the liability side of a balance-sheet. Amateurs 
doubtless have used it there in cases where the term ‘reserve’ would be 
vastly preferable. However, this fear has, I feel, rendered less complete 
than it should be the definition of fund in its use on the asset side and has 
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led to the omission of a possibly correct use on the liability side of a bal- 
ance-sheet. } 

“The tentative definition opens with the statement that a fund is, 
primarily, a sum of money. Yes, but does not the term usually include 
the investments of that money in property other than cash? This possi- 
bility is referred to subsequently in the second paragraph of the tentative 
definition and in the first paragraph of the definition of ‘sinking fund.’ 
In fact the use of fund as a noun alone on the asset side of a balance-sheet 
seems to be open to the suspicion of ambiguity. The term ‘fund assets’ 
would be preferable. Reference is made to the published consolidated 
balance-sheet of the United States Steel Corporation where the invest- 
ments of sinking and reserve funds are described as ‘sinking and reserve 
fund assets.’ ; 

“The use of fund on the liability side appears to be in good standing 
and rather necessary in the accounts of educational and other endowed 
institutions, and in municipal accounts. Such use is made in a standard 
work on the accounts of educational institutions entitled College and Uni- 
versity Finance by Dr. Trevor Arnett, published by the General Education 
Board.” 

We refrain from quoting the definitions of a fund submitted by this corre- 
spondent because we feel that the matter is sufficiently covered in the preceding 
section and because we think it may be a little confusing to have various defini- 
tions on record, with some details of which we may not be entirely in accord. 

The committee has no desire to ignore established practice which must, 
after all, in large measure control definitions. At the same time it is question- 
able whether the use of the word ‘‘assets’’ is necessary in conjunction with 
the word ‘‘fund”’ on the asset side of the balance-sheet. That side of the bal- 
ance-sheet is headed ‘‘ Assets.’’ We do not use the expression ‘‘cash assets”’ 
(for cash) or ‘“‘investment assets’’ (for investments) in a balance-sheet. It is 
rather customary, though actually superfluous, to use the expressions “‘ fixed 
assets’’ and ‘‘current assets,’’ but a further extension of this tendency should 
be resisted rather than accepted as standard practice. The committee’s ob- 
jection to the use of ‘‘fund assets”’ is, however, more fundamental than this. 
The suggestion is based upon an inverted manner of regarding the concept of 
“‘fund”’—inversion which, with due respect, the committee feels is exempli- 
fied in Dr. Arnett’s form of balance-sheet—namely, that the nominal capital 
account set up on the liabilities side constitutes the fund and that the cash or 
investments represent the fund and constitute the “‘fund assets.’’ The true 
conception is exactly the reverse. The committee recognizes that the word 
“‘fund”’ is customarily employed in institutional accountancy on the liabilities 
side of the statement of financial condition in lieu of the expression ‘‘capital” 
in business statements. It is submitted, however, that it is more consistent to 
regard this as an abbreviation for ‘‘ Permanent fund capital account,” “Cur- 
rent fund capital account,”’ than to require the statement of the funds them- 
selves as ‘‘ Permanent fund assets,” i.e., as representing rather than constituting 
the fund. 

The committee suggests the following addition to its definition of ‘‘fund” 
as given earlier in this article: 


FUND: 
In institutional accountancy, used as a nominal account on the liabili- 


ties side to represent the net amount of a given group of assets consti- 
tuting a fund as to which separate accountability is required, such as 
‘‘ Permanent fund,” ‘Current fund,” etc. 
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EDITED BY STEPHEN G. RusK 


Attention is directed to the decision of the United States circuit court of 
appeals, sevcnth circuit, in the case of United States v. The John Barth 
Company. 

This decision, if upheld, will prevent, it is said, the reviving of the govern- 
ment’s right to from $100,000,000 to $150,000,000 of taxes which were outlawed 
when the act of 1926 was enacted. In the act of 1928, an attempt was made 
by congress, in sections 611 and 612, to modify part of section 1106 and to repeal 
section 1106 (a) of the act of 1926, the repeal to be effective as of February 26, 
1926, and thereby reinstate tax claims that were extinguished by the 1926 act. 

Section 1106 of the act of 1926, reads as follows: 


““(a) The bar of the statute of limitations against the United States in 
respect of any internal-revenue tax shall not only operate to bar the 
remedy but shall extinguish the liability; but no credit nor refund in re- 
spect of such tax shall be allowed unless the taxpayer has overpaid the tax. 
The bar of the statute of limitations against the taxpayer in respect of any 
internal-revenue tax shall not only operate to bar the remedy but shall 
extinguish the liability; but no collection in respect of such tax shall be 
made unless the taxpayer has underpaid the tax. 

“(b) If after a determination and assessment in any case the taxpayer 
has paid in whole any tax or penalty, or accepted any abatement, credit or 
refund based on such determination and assessment, and an agreement is 
made in writing between the taxpayer and commissioner, with the ap- 
proval of the secretary, that such determination shall be final and con- 
clusive, then (except upon a showing of fraud or malfeasance or misrepre- 
sentation of fact materially affecting the determination or assessment thus 
made) (1) the case shall not be reopened or the determination and assess- 
ment modified by any officer, employee or agent of the United States, and 
(2) no suit action or proceeding to annul, modify or set aside such de- 
termination or assessment, shall be entertained by any court of the United 
States.”’ 


The language of this section of the act of 1926 seems effectively to have closed 
the door to further proceedings upon such tax cases as were estopped by the 
statute of limitations. 

In enacting the act of 1928, however, congress had a change of heart and 
with the object, apparently, of nullifying some of the strong points of section 
1106, it enacted sections 611 and 612. 

Section 611, act of 1928, reads as follows: 

“If any internal-revenue tax (or any interest, penalty, additional 
amount, or addition to such tax) was within the period of limitation 
properly applicable thereto, assessed prior to June 2, 1924, and if a claim 
in abatement was filed, with or without bond, and if the collection of any 
part thereof was stayed, then the payment of such part (made before or 
within one year after the enactment of this act) shall not be considered as 
an overpayment under the provisions of section 607, relating to payments 
made after the expiration of the period of limitation on assessment and 
collection.” 

Section 612, act of 1928, reads as follows: 


“Section 1106 (a) of the revenue act of 1926 is repealed as of February 
26, 1926.” 
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With the repeal of section 1106 (a) in mind the United States petitioned for a 
rehearing of The John Barth Company case, claiming that the repeal of section 
1106 (a) wiped out the taxpayer’s only defense. It argued that the validity of 
such legislation is maintained on the ground that it (section 612) is a purely 
limitation statute, dealing only with the remedy. 

The court gave it as its opinion, however, that: 


“Section 1106 (a) of the revenue act of 1926, was something more than a 
limitation statute. It not only operated to bar the remedy but specifically 
extinguished the cause of action. Such being the character and effect of 
this statute, it was not within the power of congress to enact legislation to 
recreate the liability thus extinguished.” 


And the court made its decision in accordance with its opinion. It must be 
obvious that this decision, involving as it does such far-reaching effects, will be 
subject to further review by the courts, and the final decision will be awaited 
with much interest. 


SUMMARY OF RECENT RULINGS 


The estate of a decedent dying March 17, 1921, is not liable for the estate 
tax imposed by the act of 1918, which was repealed by the 1921 act effective on 
the passage of the latter act, such estate tax not having accrued at the time of 
the passage of the 1921 act. (Federal estate taxes not accruing until one year 
after the death of the decedent). The first sentence of the saving clause in sec. 
1400 (b), act of 1921, applies to the assessment and collection of taxes repealed 
by the 1921 act “‘ which have accrued under the revenue act of 1918, at the time 
such parts cease to be in effect,’’ and the estate tax constitutes no part of the 
subject matter of the second sentence thereof since the estate tax imposed by 
the 1921 act in lieu of that imposed by the 1918 act went into effect upon the 
passage of the 1921 act. (U. S. district court, Delaware, Wilmington Trust 
Co., executor, v. United States.) 

A decision of the board of tax appeals is not appealable under sec. 283 (j), 
act of 1926, where all the evidence had been submitted and the arguments had 
been made before, and the opinion of the board filed after, the effective date of 
the 1926 act. (U.S. circuit court of appeals, ninth circuit, T. C. Cower and 
Brother v. Commissioner.) 

Collection of 1918 taxes shown on a completed return filed July 14, 1919, 
was held barred where a consent was filed on January 26, 1924, to a later 
‘‘determination assessment and collection"’ of the tax to be in effect for a 
period of one year after the expiration of the statutory period, and the tax was 
assessed on March 18, 1925, and collected December 5, 1926, over five years 
after the date of the completed return (the court not deciding whether the 
tentative or completed return started the running of the statute), the waiver 
constituting a valid contract which can not be varied by subsequent legislation. 
(U. S. district court, Massachusetts, Hood Rubber Co. v. Thomas W. White, 
collector.) 

Where a strict compliance with the statute is insisted upon by the govern- 
ment, a suit can not be maintained upon a claim of a different nature from that 
shown to have been filed. (U. S. district court, W. D. Missouri, western 
division, Meinrath Brokerage Co. v. Noah Crooks, collector.) 

The widow’s interest whether dower or an estate in lieu of dower, in dece- 
dent’s gross estate, under the Missouri laws, should not be included in dece- 
dent’s gross estate under the 1918 act. (U. S. district court, W. D. Missouri, 
southwestern division, A. H. Waite, et. al., executors, v. United States). 

The order of the referee, secured by a trustee in bankruptcy on his own 
motion, fixing the amount of the claim of the government for excise taxes was 
held to be a final adjudication of the tax claim, and the trustee may not, nearly 
a year after the amount was fixed, without any allegation of fraud, accident or 
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mistake in the making of the order, have the matter opened and the govern- 
;aent required to refund part of the amount paid. (U. S. circuit court, third 
circuit, H. M. Stephens, trustee, v. D. B. Heiner, collector.) 

Liability upon a bond given prior to the expiration of the statutory period 
on collection, conditioned upon the rejection of a claim in abatement and the 
failure of the ap my to pay the tax, is not extinguished under sec. 1106 (a), 
act of 1926, by the expiration of the statutory period on collection of the tax, 
such bond creating a new liability governed by a different statute of limitations. 
(U. S. district court, S. D. New York, United States, v. Rennolds et al.) 

The value of apy rents and other real estate in Pennsylvania, acquired in 
1923, and held by the decedert and his wife as tenants by the entirety should 
not be included in decedent’s gross estate, the death of the decedent under the 
Pennsylvania law not effecting the transmission of such property. (U. S. 
district court, E. D. Pennsylvania, United States v. Provident Trust Co. of 
Pennsylvania, et al., adménistrators.) 

The 25% reduction for the calendar year 1923 under section 1200 (a), act of 
1924, should be computed upon the tax shown by the return after taking credit 
for foreign taxes allowed by sec. 222 (a) (1), act of 1921. (U.S. district court, 
E. D. Pennsylvania, C. J. Stover v. Blakely D. McCaughn, collector.) 

Congress does not have the power to recreate the liability extinguished by 
section 1106 (a), act of 1926. (U.S. circuit court of appeals, seventh circuit, 
United States v. The John Barth Co. et al.) 

An overpayment of the 1917 taxes by reason of an increase in invested capital 
for such year by a taxpayer to whom had been refunded an overpayment of 
1917 taxes resulting from a decrease in invested capital for 1918 because of 
inadequate deductions in 1917, is not within the scope of section 281 (c), act of 
1924, but is subject to the statute of limitations, sec. 281 (c), excepting from 
the four-year limitation period on claims for refund only overpayments result- 
ing from a decrease in invested capital due to the failure to take adequate de- 
ductions in previous years. (U. S. district court, W. D. Pennsylvania, South- 
western Oil and Gas Co. v. United States.) 

An oral claim for refund,is insufficient in law to meet the requirement for a 
claim for refund as a prerequisite to a suit for recovery of a tax, and the govern- 
ment is not estopped from pleading the failure of a claim by the statement to 
the taxpayer by its field agent that it was not necessary to fileone. (U.S 
circuit court of appeals, third circuit, Daniel Ritter v. United States.) 

Salary paid an officer of a corporation for services in the fiscal year 1920 in 
excess of that allowed by the commissioner, under a contract providing for 
commissions of a percentage of the gross receipts in addition to the payment of 
a specified salary, subject to the provision that such officer was to refund the 
amount of any loss resulting from the payment of the commissions, was held to 
be unreasonable on the record. (U.S. district court, E. D. Virginia at Norfolk, 
H. L. Trimyer & Co., Inc. v. Noel, collector.) 

Proceeds from the sale in 1920 by a partnership organized to acquire certain 
land and to drill oil and gas wells thereon, of ownership certificates entitling the 
owners to a share in future net earnings, if any, which proceeds were used for 
drilling and operating oil and gas wells, were held to be capital and not income 
tothe partnership. (U.S. circuit court of appeals, third circuit, R. E. Thomp- 
son v. Commissioner.) 

Annual amounts irrevocably assigned to her husband and children by the 
beneficiary of a trust fund from the income of such fund are income to the 
assignees and not to the assignor, the assignor thus disposing of a vested estate 
in a trust fund and the state law (New Jersey) not prohibiting a wife making a 
gift to her husband of her separate estate. (U. S. district court, New Jersey, 
Alice B. Young v. Edward E. Gnichiel, collector.) 
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Students’ Department 


H. P. BAUMANN, Editor 


This department has been requested to solve the following problems given 
by the board of examiners in accountancy, state of Illinois, on May 10, 1928: 


Problem: 

Mr. D. S. Watt had been operating his manufacturing business as a pro- 
prietorship for several years, but decided to incorporate at the close of 1927, 
The following is a trial balance of the assets and liabilities of Mr. Watt as at 
December 31, 1927, and a condensed statement of his profit-and-loss account 
for the year ended that date, both of which are assumed to be correctly stated. 


Debit Credit 

Cash ar $87,432.26 
eA -C ustomers 283,784.60 
Reserve for bad debts... . . $32,684. 37 
Inventories (at cost)— 

Finished goods . : ; 351,684.92 

Work in progress...... 133,775.60 

Materials and supplies 125,960.24 
Unexpired insurance 9,243.08 
o”” Sata Weak cree heck 78,640.00 
Buildings....... ; 555,327 . 84 
Machinery and equipme nt.. 672,433 .90 
Automobiles and trucks...... 24,782.78 
Furniture and fixtures... . og 18,674.10 
Reserve for depreciation. . oreia sa 532,674.83 
Bank loans..... eo Ae gt ae 150,000 .00 
Trade accounts payable Mey Loe 118,772.91 
Accrued state and local taxes ; 24,500.00 
Accrued payroll Gegioken ese 8,075.68 
Accrued interest ae ’ 784.30 
Capital... : apeelet as 1,474,247 .32 





$2,341,739. 32 $2,341,739 .32 





Net sales ; ' sob ac. eg 785. 20 
Cost of sales ee ards ae ae ro Huey i 924,103.85 
$510, 681. 35 

Selling, general and administrative expense— 
Selling expense.... . ty SO RREP OTS Peete $169,863.21 
General and administrative. expense . hai 134,898 . 33 
Total Dee ee ae ee oe $304,761.54 
Net profit from operations. . “ite : $205,919.81 
Add: Miscellaneous income............... na ae 14,672.20 
$220,592.01 
Deduct: Interest on loans, etc...... ee vod aia acon ble asia aka ue 12,864.36 
Net profit before federal taxes Fe POEs RAPE ee i $207,727.65 


The assets are stated above on a cost basis. In connection with the pro- 
posed incorporation, Mr. Watt has had his fixed assets appraised by Valuation 
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Appraisal Company as at December 31, 1927; a summary of this appraisal at 
reproduction values and accrued depreciation is as follows: 


oo ae sve 0 6 0's 5°6.0c. 9-9 tn Sone S oo oe $125,000 .00 
NI, 60a o's v0.05 s0eo oo 00am bent aer hae cena hee 875,469.31 
ter iG GUM... <ikiird 4p ii ebekilia cends header 1,176,903 .18 
Automobiles and trucks, used in manufacturing operations. . .. 25,500 .00 
De G0 WOUNED, 6... ccs sccuwensecn ws eneeieem eres 19,771.36 
Reserve for depreciation........ 5 i ecew’h 6 sik a oie Sane 664,782.90 





In the past Mr. Watt has applied the following annual rates to the closing 
asset balances in making provision for depreciation and it is assumed that 
these rates will be adequate in the future; buildings 3%, machinery and equip- 
ment 7% %, automobiles and trucks 20%, furniture and fixtures 10%. 

Mr. Watt formed The Kilner Corporation late in December, 1927, and as 
at January 1, 1928, he transferred his fixed assets to The Kilner Corporation 
in exchange for its entire authorized capital stock, which consisted of 7% cumu- 
lative preferred, 10,000 shares par value $100.00 per share, and common, 
50,000 shares, of no par value. The Kilner Corporation took up the fixed 
assets and depreciation reserve as appraised, and sold, as at January 1, 1928, 
an issue of $750,000.00 first-mortgage 6% 20-year gold bonds at a discount of 
ten points. Mr. Watt transferred at book values his current assets and 
unexpired insurance, subject to his liabilities (excepting the liability for 
federal income taxes) to The Kilner Corporation as at January 1, 1928, for 
cash. Mr. Watt personally assumed the liability for all federal income 
taxes for 1927 and prior years. 

Prepare a balance-sheet as at January 1, 1928, and a profit-and-loss account 
for the year 1927, showing net profits (after federal taxes) available for interest 
charges on the new issue; both statements are to be on a corporate basis, after 
giving effect to all changes which will arise from the incorporation, acquisition 
of properties, and financing stipulations. Attach your work sheet accompany- 
ing the adjustment of the profit-and-loss account. 


Solution: 
The following expianatory journal entries support the adjustments in the 
working papers on page 380. 


Explanatory journal entries 


(1) 
Land Pe See rere a le $46,360.00 
Buildings. . ey PEP Eee eee ere 320,141.47 
Machinery and equipment................... 504,469. 28 
Automobiles and trucks ..................2.. 717.22 
Furniture and fixtures............. Bp 4 | 1,097 .26 
Reserve for depreciation. . . seal tacete ed $132,108.07 
IE i. cialavn niet: opens : 740,677.16 


To record appraisal values of fixed assets, per 
appraisal of the Valuation Appraisal Co., Decem- 
ber 31, 1927: 


Asset Appraisai Cost Difference 
$125,000.00 $78,640.00 $46,360.00 
Buildings. . . 875,469.31 555,327.84 320,141.47 
Machinery 

and equip- 
ment.... 1,176,903 .18 672,433.90 504,469.28 
Autos and 
trucks. . . 25,500.00 24,782.78 717.22 
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Asset Appraisal Cost Difference 
Furniture 
and fix- 
tures..... 19,771.36 18,674.10 1,097 .26 





Total.. $2,222,643.85 $1,349,858.62 $872,785.23 


Deprecia- 
tion re- 
serve 664,782.90 532,674.83 132,108.07 


Balance $1,557,860.95 $817,183.79 $740,677.16 





Cost of sales re 
General and administrative expense 
Capital account . cinniinen ts ey 
To charge operations with depreciation on ex- 
cess of appraisal values over cost of fixed assets: 





Asset Excess Rate Depreciation 
Buildings $320,141.47 3% $9,604.24 
Machinery and equip- 

ment ‘ 504,469.28 74% 37,835.20 
Automobiles and 
trucks 717.22 20% 143.44 
To cost of sales band 582.88 
Furniture and fixtures. 1,097.26 10% $109.73 
(3) 


Capital account 
Preferred stock—7 0 cumulative, ‘Kilese Cor- 
poration (10,000 shares $100 par value)... . 
Common stock—Kilner ene, (50,000 
shares, no par value) . ; 
To record the capital stock issued to D. 
Watt for the fixed assets of his business: 


Fixed assets é . $2,222,643.85 

Reserve for depreciation 664,782 .90 

Net . $1,557,860.95 

Preferred stock ; ... 1,000,000 .00 

Common stock one (860. 95 
(4) 

Cash a ee 


NS FFOCCRCCER SE LO LTP EE: 
First-mortgage 6% 20-year gold bonds 
To record the sale a bonds at a discount of 10 
points. 
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47,582.88 
109.73 


. $1,557,860.95 


675,000.00 
75,000.00 


47,692.61 


$1,000,000. 00 


557,860.95 


750,000 .00 


| 





oe 


sa 
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(5) 
Capital account , 657,063.44 
Cash 657,063.44 
To record the payment of cash to D. S. Watt 
for the amount of the current assets and unex- 
pired insurance less the liabilities of his business: 


Assets Amount 

Cash , , $87,432.26 
Receivables—C ustomers (net). 251,100.23 
Finished goods 351,684 .92 
Work in progress 133,775.60 
Materials and supplies 125,960.24 
Unexpired insurance 9,243.08 

Total $959,196. 33 


Liabilities 


Bank loans $152,000.00 
Trade accounts payable 118,772.91 
Accrued state and local taxes. 24,500.00 
Accrued payroll 8,075.68 
Accrued interest 784.30 

Total $302,132.89 

Net current assets . $657,063.44 


Exhilnt “‘A” 
THE KILNER CORPORATION 


Balance-sheet, January 1, 1928 





Assets 
Current assets: 
Cash te $105,368 . 82 
Receivables—Customers. $283,784.60 
Less: Reserve for bad debts 32,684 . 37 251,100.23 
Inventories (at cost) 
Finished goods . . $351,684.92 
Work-in-progress 133,775.60 
Materials and supplies 125,960. 24 611,420.76 $967,889.81 
Unexpired insurance ... Piofeud 9,243.08 
Bond discount .... ; 75,000.00 
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Fixed assets (as appraised by Val- 
uation Appraisal Company 
January 1, 1928)-— 





Land aa a eee $125,000.00 
Buildings aT Or $875,469.31 
Machinery and equipment 1,176,903.18 
Automobiles and trucks ; 25,500.00 
Furniture and fixtures é; 19,771.36 
Total . $2,097,643.85 


Less: Reserve for depreciation. 664,782.90 1,432,860.95 1,557,860.95 





$2,609,993 .84 
Liabilities and net worth 


Current liabilities: 


Accrued payroll pic oi $8,075.68 

Accrued state and federal taxes 24,500.00 

Accrued interest. . 784.30 

Trade accounts payable 118,772.91 

Bank loans eed sa 150,000.00 $302,132.89 
First-mortgage 6% 20-year gold bonds........ 750,000 .00 


Net worth: 
Capital stock: 


Preferred, 7‘ 


> cumulative, authorized and 
outstanding, 10,000 shares of a par value 


of $100 each ers ..... $1,000,000 .00 
Common, authorized and _ outstanding, 
50,000 shares of no par value... 557,860.95 1,557,860.95 


$2,609,993 . 84 
Exhibit ‘‘B”" 
THE KILNER CORPORATION 
Statement of profit and loss for the year ended December 31, 1927 


After giving effect (1) to the adjustment for depreciation on acquired 
properties, (2) to federal income taxes at present rates and (3) to 
amortization of bond discount. 


Net sales mA: er rer shat: oces tana Ge $1,434,785. 20 
Cost of sales ' ‘pnd 971,686.73 
Gross profit on sales , . Secseew cece — ee 
Selling, general and administrative expenses: 

Selling expense A aad ain ..... $169,863.21 

General and administrative expense. 135,008 . 06 304,871.27 





Net profit from operations ee vie Sar hnd $158,227.20 
Add: Miscellaneous income................ eh atae on a 14,672.20 
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Total profit and income................ eee Te 
Deduct: Interest on loans, etc....... ee ee ey ee : 12,864. 36 





Net profits, before interest, amortization of bond discount and 
federal taxes. ..... a RAL EIEN $160,035.04 
Deduct: Income taxes (per ‘euhaiihe 1) aoe ig 19,077.32 





Net profits before interest and amortization of bond discount.. $140,957.72 
Deduct: Amortization of bond discount. . . a ; 3,750.00 





Net profits available for interest charges pessccececse Se 
Annual interest charges on the first-mortgage 6% 20-year gold 
Tang rang Stee cig cake: cg wal Rta ry ee Pe. See eas $45,000.00 


Schedule I 

Statement showing computation of federal income tax at the rate for 
the year 1928, on the taxable income of D. S. Watt for the year 1927, 
adjusted (1) to a corporate basis and (2) for interest charges and bond 
discount amortization. 

Net profits, before interest and federal income tax..... ... $160,035.04 

Add: Depreciation on the excess of appraisal values of fixed 

assets over cost. (For tax purposes, depreciation should be 


based upon cost to the transferor.)...................00. 47,692.61 
, | ae yer ee ne ee . $207,727.65 
Deduct: 
Interest for one year on the 6% 20-year gold 
bonds ad roa" $45,000.00 
Amortization of bond din ount for one year. . 3,750.00 48,750.00 





Taxable income ' , ere Seer vate 


Income tax 12% (the rate for the year 1928) of taxable income $19,077.32 


Problem: 
The following trial balances after closing are taken from the books of The 
Merit Manufacturing Co., an Illinois corporation: 


December 31, 1925 December 31, 1926 
Debit Credit Debit Credit 
Cash ‘ . $72,594.50 $47,822.26 
Receivables 141,200.69 176,539.75 
Inventories. 117,632.30 182,881.40 
Deferred com s 26,488 .61 28,121.19 
a 52,000 .00 52,000 .00 
Buildings 192,254.88 219,776.28 
Machinery and equipment 224,746.72 296,152.96 
Reserves for depreciation—buildings $14,627.94 $20,808 . 41 
Reserves for ~ -rnetiieeeeeld 
_ >? PP ee 33,831.47 59,876.45 
Patents. ... 18,000 .00 18,000 .00 
Payables (including accruais) 87,975.33 168,344.98 
Bonds... . : 200,000 .00 200,000 . 00 
Common stock—no par ce 70,000 .00 70,000 .00 
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Preferred stock—7% par value 


SS cis Wd Gch bare $190,000.00 $190,000.00 

a _ eps gocnadheesab ete 125,600.90 217,360.96 
i ci handanncianse eat 105,060. 649. 

oo Led ee sdheuaian 17,822.00 5,746.72 





$844,917.70 $844,917.70 $1,027,040.56 $1,027,040.56 








The make-up of the inventories at December 31, 1925 and 1926, was as 
follows: 


December 31 
1925 1926 
NS 5.5'k+ 1éddd ob hed bogs Cacaiewabeeaee $42,432.42 $39,631.80 
errr ee 32,695.60 71,624.80 
ea re en 42,504.28 71,624.80 





$117,632.30 $182,881.40 








The bonds are 8-year 614% first-mortgage bonds, dated May 1, 1925, and 
issued at 454% discount which is being amortized on a straight-line basis. 
They are callable, on sixty days notice, during the first two years at $104, 
during the third and fourth years at $103, and during the last four years at $102. 

The productive labor charges for the years 1925 and 1926 were $118,813.30 
and $138,639.55, respectively, and the average ratio of overhead to productive 
labor for these years was 115% and 117%. 

During 1925, common stock aggregating 800 shares was donated to the 
company which was sold late in the year for $25.00 per share, and during 1926 
the company bought 500 shares of common stock for $30.00 per share, which 
it resold at $28.00 per share. The gain or loss on these stock transactions was 
carried through the current profit-and-loss accounts. Dividends on the 
preferred stock have been paid regularly to and including December 31, 1926. 

The company has had an appraisal made as of December 31, 1926, from 
which the following values were determined: 


Cost of Depre- 


repro- ciation Sound 

duction reserve value 
es a a. cigs Bigs babes tacoma ool $71,500.00 $71,500.00 
cc aicius catsmrnnereae 248,751.87 $16,007.27 232,744.60 
Machinery and equipment.......... 372,884.23 34,676.16 338,208.07 





$693,136.10 $50,683.43 $642,452.67 








For the purpose of securing funds for necessary plant extensions the company 
enters into a contract with the bankers on April 1, 1927, providing for the issue 
of 6% first-mortgage 15-year serial bonds aggregating $500,000.00 at 95, for 
the retirement of the present outstanding bonds, and for the expenditure of 
$250,000.00 for new plant additions. 

In connection with the financing the company intends to take the appraisals 
up on the books as of December 31, 1926. 

Prepare a balance-sheet as of December 31, 1926, giving effect to the proposed 
refinancing, showing in the net-worth section the opening surplus at January 1, 
1926, and the net profits for the year 1926. Make such adjustments as you 
think necessary and submit all journal entries. You may disregard any effect 
your adjustments may have on the federal tax provisions for the years 1925 and 
1926, 


Solution: 


In considering the following adjusting journal entries, see the working 
papers on page 386. 
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THE MERIT MANUFACTURING COMPANY 


Adjusting journal entries 


(1) 
Unabsorbed burden................000ceeee $4,904. 34 
Profit and loss, 1926 (inventory 12-31-25)... .. $4,904. 34 
To correct the inventory of December 31, 1925: 
Overhead, per inventory...... $42,504.28 
Correct amount (115% of labor 
in inventory $32,695.60)... 37,599.94 
Overstatement.............. $4,904. 34 
(2) 
en SEO Cn an 12,917 . 66 
RPT Tee ere 12,917.66 


To transfer balance in unabsorbed burden ac- 
count at December 31, 1925, to surplus. 
(3) 
Inventory, December 31, 1926............... 12,176.22 
Unabsorbed burden................. 12,176.22 





Correct amount of overhead 
(117% of labor in inven- 








tory $71,624.80)........ $83,801.02 
Overhead, per inventory... . 71,624.80 
Understatement........... $12,176.22 
(4) 
Ne acca ememew ee ia ee 11,392.50 
Unabsorbed burden......... achin decker a 11,392.50 


To write off the unabsorbed burden accumu- 
lated during the year 1926 to profit and loss: 
Credit balance, Dec. 31, 1925... $17,822.00 
Debit balance, Dec. 31, 1926... . 5,746.72 


Total debits during year 1926 $23,568.72 
Less: Credit adjusting journal 











ls oS xen wile aes 12,176.22 
Mometeder. .. ow. ccccvess $11,392.50 
(5) 
A. «a pbdied bebe cbbgebeeeetneaad 20,000 . 00 
FT re 20,000 .00 


To set up as donated surplus the 800 shares 
of common stock of the company which were 
donated and sold at $25.00 per share during 1925. 
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Surplus. 
Profit and loss 
To transfer from profit end loss the loss on 500 

shares of common stock of the company, bought 

at $30.00 per share and sold at $28.00 per share. 


(7) 


Se cree 
Buildings. . 
Machinery and equipment. 
Capital surplus (arising from aporaieal d 
fixed property)......... 
To record the excess of eggceined values over 
cost of fixed assets, per appraisal of the 
Appraisal Company as of Dec. 31, 1926: 








Excess of 
Asset Appraised Cost appraised 
value value 
Land aaeenien $71,500.00 $52,000.00 $19,500.00 
Buildings....... 248,751.87 219,776.28 28,975.59 
Machinery and 
equipment.... 372,884.23 296,152.96 76,731.27 
_ $693,136.10 $567,929.24 $125,206.86 
(8) 


Reserve for depreciation—Buildings . 
Reserve for depreciation—Machinery and equip- 
ment 
Capital surplus (arising from ogeuaieal of 
fixed property) - 

To reduce the depraciation reserves to the 
amounts shown in the appraisal of the 
Appraisal Company as of Dec. 31, 1926: 








Depreciation 
reserve Book value Appraisal Excess 
Buildings. . . $20,808.41 $16,007.27 $4,801.14 
Machinery and 
equipment... . 59,876.45 34,676.16 25,200.29 
» eer $80,684.86 $50,683.43 $30,001.43 
(9) 
Sr es rie mr at a Per 


Deferred charges. a 
First-mortgage 6% 15-year serial bonds. . 
To give effect to the proposed sale of first- 
mortgage 6% 15-year serial bonds at 95. 
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$1,000.00 

$1,000.00 

19,500.00 

28,975.59 

76,731.27 
125,206.86 

4,801.14 

25,200. 29 
30,001.43 

475,000.00 

25,000.00 
500,000.00 
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At this point it is necessary that we consider what procedure is to be followed 
in accounting for the premium to be paid and the unamortized bond discount 
on the bonds called for retirement. Conservative practice would require, 
probably, that this premium and unamortized bond discount be written off 
against surplus immediately, or within a few years. But if this method were 
followed would it accurately record the facts? 

The calling and the retirement of the outstanding first-mortgage bonds were 
necessary to obtain the funds for the plant extensions, and any such cost 
incurred should be considered as a part of the cost of issuing the new bonds to be 
written off over the life of the new bonds. Further, the following computation 
shows that a saving in annual charges is effected under the new financing for 
the rate of cost of the new issue, including amortization of discount on both 
issues, and the premium paid on the old issue is lower than the rate of cost of 
the old issue. 


Rate of cost of old issue (8 years 64% %): 





Annual 

charge 
Bond discount (4% % of $200,000)+8................... $1,125.00 
aeeeee COPE Tae EE « o. 6.0 kn Shenk vSeectdarcaueaa 13,000.00 
el SUI, 6 ok vo Siena 246R cae we $14,125.00 
Rate of cost ($14,125+$200,000)..................000.5. 7.0625% 

Rate of cost of new issue (15 years 6%): 

Annual 

charge 
Bond discount (5% of $500,000)+15.................... $1,666.67 
SE Cs OE I ow kc cdeaesdcscddceiicecenaee 30,000.00 
Premium paid on old issue ($6,000+15)................0-. 400.00 

Unamortized bond discount on old issue (6% years @ $1,125 

OE POSED « os isc tv nage caccdenvats ia seeoereatee 475.00 
ee re re reer se $32,541.67 
Rate of cost ($32,541.67+$500,000.00)............... 6.5083% 


The premium on the called bonds is, therefore, charged to the deferred- 
charges account. 


(10) 
BA, 6s s.c.a nea tvnd ten dkcaeemewel oes $200,000 . 00 
DC... .0k<nnendddgewmediebeande 6,000.00 
Mss. 3:5. 6: Aa dagen Ried de de Re $206,000.00 


To give effect to the proposed retirement of 
bonds outstanding. 

These bonds are callable, on sixty days’ notice, at $104 up to May 1, 1927, 
and at $103 for the third year. The contract with the bankers was entered into 
on April 1, 1927. It is assumed, in this solution, that call notices were sent 
out immediately, calling the bonds for retirement on June 1, 1927, at 103. 
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To give effect to the proposed setting aside of 
$250,000 for the expenditures of new plant 
addition. 


THe MERIT MANUFACTURING COMPANY 


Balance-sheet, December 31, 1926 


After giving effect as at that date to the proposed retirement of 
$200,000 first-mortgage bonds, to the proposed sale of $500,000 first- 
mortgage bonds and to appraisal of plant. 








Assets 
Current assets: 
eG a kde mcvovin dines ern eae $66,822.26 
a ae Oe acts ates 176,539.75 
Inventories (at cost)........ ere oe 195,057.62 
$438,419.63 
Plant extension fund................ pe naceme 250,000.00 
SN IO gn eck cccbcwwens praciaeiteceied 59,121.19 
Capital assets: 
As appraised by the ———— Appraisal 
Company as at December 31, 1926. 
Cost of Depreciation Sound 
Asset reproduction reserve value 
/_ 2... $71,500.00 $71,500.00 
Buildings.......... 248,751.87 $16,007.27 232,744.60 
Machinery and 
equipment..... . $72,884.23 34,676.16 338,208.07 
$693,136.10 $50,683.43 642,452.67 
A a ia Sloe te we lis EG ral ard iniaca Bair Ghel Scd 18,000.00 
$1,407,993 .49 
Liabilities and net worth 
Payables (including accruals)............... $168,344.98 
First-mortgage 6% 15-year serial bonds....... 500,000 . 00 
Net worth: 
Capital stock — 
Preferred stock — 7% par 


value $100.00 per share... $190,000.00 
Common stock, no par value 70,000.00 $260,000.00 





Surplus — 
Balance, January 1, 1926... $223,578.62 
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Add: Profits for year 1926. . $95,161.60 
, ee eee $318,740.22 
Deduct: 
Dividends paid on pre- 
ferred stock.......... $13,300.00 
Loss on sale of common 
pr 1,000.00 
Se... cotkbedededenndee $14,300.00 
Balance, December 31, 1926.............. $304,440.22 
IE i 6k 0s ca dsiieedtadetenks 20,000 .00 
Capital surplus (arising from appraisal of 
OIL, « cancun des Newds Aammeeenanaae 155,208.29 $739,648.51 
$1,407,993 .49 
Schedule I 





THE MERIT MANUFACTURING COMPANY 
Analysis of net profits for the year 1926 
Balance, December 31, 1926, per books.................... $100,649.76 
Add: Adjustment of opening inventory (Decem- 
ber 31, 1925) which was overstated......... $4,904. 34 
Adjustment to transfer loss on purchase and 
sale of 500 shares of common stock of the 








EE, COROT Pee ee eee 1,000 .00 5,904. 34 
FCT eee TT eT eT eT eee ee eT $106,554.10 
Deduct: Unabsorbed burden accumulated during the year... .. 11,392.50 
Balance, December 31, 1926, as adjusted................... $95,161.60 


Note:—Apparently no provision for amortization of patents was made on 
the books of the company for the year 1926. As the problem does not supply 
the necessary data, no attempt has been made to compute this amount in this 





solution. 
Schedule II 
THE Merit MANUFACTURING COMPANY 
Analysis of surplus 
Balance, December 31, 1925, per books.................005 $125,600.90 
Add: Profit and loss for year 1925............ $105,060. 06 
Balance of unabsorbed burden account at 
YS ea 12,917.66 117,977.72 
EF ee ey ree ep oe NE Pe $243,578.62 
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Deduct: Transfer of the amount received from 
the sale of 800 shares of common stock donated 
to the company to donated-surplus account. . . 


Balance, December 31, 1925, as adjusted..... 
Add: Profit and loss for year 1926 (schedule I) . 


Total 


Deduct: Dividends paid during the year 1926 on 


the 7% preferred stock outstanding 


Loss on sale of 500 shares of common stock 


Balance, Decemiber 31, 1926, as adjusted...... 
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20,000.00 





$223,578.62 
95,161.60 


eee? ... $318,740.22 





$13,300.00 
1,000.00 14,300.00 
































Book Reviews 


“COMMERCIAL TEACHING PROBLEMS, by Paut S. Lomax. Prentice- 
Hall, Inc., New York. 200 pages. 


The author of Commercial Teaching Problems covers in an interesting way 
the fundamental principles involved in the teaching of the young men and 
women who will handle the financial and commercial enterprises in the future. 
If teachers would take advantage of many of the suggestions contained in this 
book, they undoubtedly would benefit materially i1 their work and would 
render increased service to the business world in general. 

The author, among other things, sets forth the major objectives of education 
as follows: Activities that promote health; build worthy home-membership; 
advance civic life (citizenship), and develop ethical character. 

It is not necessary to dwell upon the foregoing objectives in detail, but 
the fact that some of them are often ignored is a serious defect in the methods of 
many commercial schools, particularly evening schools. The average instruc- 
tor is primarily concerned with the student’s completion of the outlined 
course of study in order that he may be equipped with the proper knowledge 
to go forth and make a living. 

Unquestionably it is of importance that the student be able to use to 
financial advantage the learning he has acquired as otherwise he might not 
take the trouble to go to school. On the other hand it is highly important that 
the student keep his health as it not only makes it possible for him to do his 
best work but makes it possible for him to be cheerful and agreeable, which 
‘has its effect on his fellow workers. 

There is a tendency in young people to overlook the importance of the home 
in the social structure. Therefore, it appears to me that the author is justified 
in mentioning activities that build worthy home-membership as a part of 
school instruction. 

There is also a tendency among many people to shift responsibility for 
activities that advance civic life. In my opinion every teacher or instructor 
should attempt to instill in the minds of his students their responsibility for 
civic duties. 

There is a tendency among the business enterprises of the country to supplant 
the old-fashioned method of competition with a friendly and helpful form of 
competition. This situation is evidenced by the organization of many business 
associations. Instructors should impress upon the minds of their students the 
impertance of ethical conduct in conjunction with their work. 

The author stresses the importance of occupational analysis, which every 
instructor would do well to apply to his teaching. I believe that it is the 
duty of the instructor to make some study of each student, and if he finds that 
he has students in his class that are not fitted for the type of work they are 
studying it is his moral duty to suggest, either to the students or to the dean of 
his school that an effort be made to have such students transferred to a field 
for which they are better adapted. 

Among his important principles of learning, the author mentions that a 
student should strive to learn a subject in a large way rather than in a small 
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way. By this he means that a student should get a general idea of a subject 
and then supplement it by what he calls the “‘ precise”’ method of practice. 
The author stresses the importance of bringing to the minds of the students 
practical situations so far as possible. This view appears to be gaining in the 
commercial schools, as many cf them are including in their instruction, to 
supplement theory, practical problems and illustrative cases. 
This book is recommended to teachers in commercial and professional schools, 
WAYNE KENDRICK, 


ACCOUNTING IN OLIVE GREEN, by T. J. Moran, Pittsburgh, Pa. 


Under the singular title, Accounting in Olive Green, Mr. Moran offers a book- 
let, bound in olive-green paper, which is somewhat difficult to classify. It 
appears to be a mixture of teaching elementary bookkeeping by rote and of an 
attempt to set up a system which eliminates what the author considers super- 
fluous books and methods of accounting. 

It is a loose-leaf ledger which is to take the place of the standard cashbook, 
journal and ledgers, general and subsidiary. It is to be the book of original 
entry, and each transaction is to be entered in ledger accounts seriatim, debit 
and credit; i.e. there are no controlling accounts. In each account a column 
is provided in which the bookkeeper must write the name of the contra account 
to which the item is to be “‘ posted,’’ thus doing away with journals and sub- 
sidiary ledgers. At the left of each page is printed a chart of the main capital 
and operating accounts for the bookkeeper’s guidance. The text opposite each 
page of the ledger tells briefly what is to be debited and credited in that particu- 
lar account. All this suggests that the booklet is intended primarily to teach 
elementary bookkeeping by mechanical rote—almost diagrammatic, in fact. 
Probably any tyro of average intelligence would soon learn under the system 
how to make correct entries. Most of us of the older generation of accountants 
no doubt learned that way, though not beginning with the ledger as a rule. 
The obvious defect in this method is that the student so trained would be 
puzzled to know what to do if a change of employment brought him in touch 
with a standard set of books. Nevertheless it is not a bad way to start. 

The same can not be honestly said of all the author’s definitions and dogmatic 
assertions elsewhere. To say that the journal ‘‘is the most useless book ever 
introduced into accounting procedure, as it controls nothing” is a pretty wild 
statement; and the definitions of a trial balance and a balance-sheet are so at 
variance with universally accepted practice as to be both absurd and dangerous. 
Here they are: 


“ A trial balance is the grand total of the gross debit and the gross credit 
of all of each account.” ; 

“ A balance-sheet is the grand total of the net debit and net credit of all 
of each account; however, this is almost universally erroneously referred to 
as a trial balance.” 

Now a man has a perfect right to set up and defend any theory he has a mind 
to, but a writer of a textbook or guide for beginners is not justified in subjecting 
them to the danger of being considered ignoramuses when they enter a business. 
office or try a C. P. A. examination. 
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Mr. Moran’s three-column balance-sheet as a substitute for the customary 
eight-column working sheet is ingenious, and no doubt a time-saver if no errors 
have been made by the bookkeeper. As such a happy state of affairs is rare, I 
think the majority of us will prefer to continue the present method of preserving 


arecord of all adjustments. 
W. H. Lawton. 


1200 GRADUATED EXERCISES IN BOOKKEEPING, by Rosert R. 
Tuompson. Sir Isaac Pitman & Sons (Canada) Limited, Toronto. 276 


pages. 

The outstanding impression left by a perusal of 120 Graduated Exercises in 
Bookkeeping is that Mr. Thompson, a chartered accountant and a professor at 
M’Gill University, possesses that rare combination of qualities—practical 
accounting ability and skill in imparting his knowledge to others. 

The title leads us to expect exercises in bookkeeping. This is exactly what 
is found. We are also told to expect graduated exercises but we have to go 
inside the cover to find how skilfully the exercises are graduated and how 
carefully they are designed with the object of affording practice to the student 
and, at the same time, encouraging him to think things out for himself along 
practical rather than theoretical lines. 

The exercises are divided into groups, each group introducing some special 
feature not previously considered. The objection might be raised that too 
many exercises have been devoted to certain features, but the author has 
pointed out quite definitely in his foreword that, although an instructor could 
use the book alone for a course in bookkeeping, it is intended primarily for 
use with a textbook and that, when so used, the sequence and number of 
exercises used can be modified to suit the prevailing requirements. 

Each group is preceded by a page stating the special features involved, the 
books required and instructions. The special features are also listed by 
groups in a table of exercises. Reference is also facilitated by an index showing 
in what exercises specific points receive attention. 

In addition to the indexes and the foreword already mentioned, the book 
contains sections setting forth briefly the principles and definitions involved, 
general notes for guidance and suggested rulings for the books which it will be 
found necessary to use. The book should be of value to instructors. 

HAROLD R. CAFFYN. 


395 




















Current Literature 


Compiled in the Library of the American Institute of Accountants 


[Photostatic reproductions (white printing on a black background) of 
most of the articles listed in THE JouRNAL OF ACCOUNTANCY or Accountants’ 
Index may be obtained from the library of the American Institute of Account- 
ants, 135 Cedar Street, New York, at a rate of 25 cents a page (8% in. x 11 in.) 
at 35 cents a page (11% in. x 14 in.) plus postage. Members and Associates 
of the American Institute of Accountants are entitled to a discount of 20 per 
cent. Identify the article by author, title, name of periodical in which it 
— date of publication and paging. Payment must accompany all 
orders. 


ACCIDENTS 


Accident Costs Are Part of Controllable Overhead. CANADIAN MACHINERY AND 
MANUFACTURING News, August 23, 1928, p. 48-50. 


ACCOUNTANCY 
History 


Wilkinson, George. Genesis of the C. P. A. Movement. CERTIFIED PuBLIC 
ACCOUNTANT, September, 1928, p. 261-66, 279-81, 284-5. 


ACCOUNTANTS’ SOCIETIES 
American Institute of Accountants 


Ruckstell, John R. Report of the President of the American Institute of Ac- 
countants. JOURNAL OF ACCOUNTANCY, October, 1928, p. 241-52. 


Australasian Corporation of Public Accountants 


Royal Charter for Australian Accountants. AUSTRALASIAN ACCOUNTANT AND 
SECRETARY, August, 1928, p. 226-8. 


ACCOUNTING 
Finney, H. A. Principles of Accounting. 2 v. Edition 2, Revised and En- 
larged. New York, Prentice-Hall, Inc. 1928. 536 p. each. 
Rorem, C. Rufus. Accounting Method. Chicago, University of Chicago Press, 
1928. 596 p. 
Warren, Robert E. Requirements and Opportunities of the Profession of Ac- 
counting. L.R. B. & M. JourNAL, September, 1928, p. 7-13, 16. 


BALANCE SHEETS 


Couchman, Charles B. Limitations of the Present Balance-Sheet. JOURNAL OF 
ACCOUNTANCY, October, 1928, p. 253-69. 


BANKS AND BANKING 
Kniffin, William H. Practical Work of a Bank; a Treatise on Practical Bankin 
Which Aims to Show the Fundamental Principles of Money; the Practic 
Work of a Bank in Detail, and Particularly, Credit in Its Relation to Banking 
Operations. New York, Bankers Publishing Company, 1928. 618 p. 


BRANCHES 
Accounting 
Gleason, Charles W. Branch House Accounting. New York, National 
Association of Cost Accountants, September 15, 1928. (N. A. C. A. 
Bulletin v. 10, no. 2, Section 1, p. 67-74.) ae 
Peel, Arthur J. Centralized and Decentralized Accounting Organization Con- 
trasted. AMERICAN ACCOUNTANT, September, 1928, p. 24-7. 


396 





























Current Literature 





BUDGETS 
Business 
Blake, Lester F. Experiences with Budgets to Aid Management. New York, 
National Association of Cost Accountants, July 1, 1928. (N. A. C. A. 
Pulletin, v. 9, no. 21, Section 1, p. 1247-61.) 


BUSINESS 


Pinkerton, Paul W. Prevention of Failures in Business. CERTIFIED PUBLIC 
ACCOUNTANT, September, 1928, p. 270-2. 


CEAIN STORES 


Winslet, Victor G. Multiple Shop Companies. London, Gee and Company, 
1928. 83 p. 


COLD STORAGE 
Cost Accounting 


Lamoreaux, Guy S. Cold Storage Cost Accounting and Simplification of Forms. 
IcE AND REFRIGERATION, June, 1928, p. 549-51. 


CONTRACTORS 
Accounting 


Cole, D. Y. Souisd Accounting System Specially Needed in Contracting Busi- 
ness. AMERICAN ACCOUNTANT, September, 1928, p. 10-12. 


Cost Accounting 


Brown, W. H. Cost Accounting for Contractors. CONTRACT RECORD AND 
ENGINEERING REVIEW, June 20, 1928, p. 667-9. 


CORPORATIONS 
Law 
Great Britain 


Companies Act, 1928. INCORPORATED ACCOUNTANTS’ JOURNAL, September, 
1928, p. 431-4. 


COST AND FACTORY ACCOUNTING 
Amidon, L. Cleveland, and Lang, Theodore. Essentials of Cost Accounting. 
New York, Ronald Press Company, c1928. 383 p. 
Dawson, Richard. Detail Operations of a Cost System. Cost AND MANAGE- 
MENT, September, 1928, p. 4—22. 
Hadley’s Pathfinder Accounting Manual for Small Manufacturing Concerns. 
Los Angeles, Cal., Charles R. Hadley Company, c1928. 81 p. + Forms. 


COTTON MILLS 
Cost Accounting 


Cotton-Textile Institute, Inc. Outline of Bases to Be Used in Predetermining 
Costs for Guidance as to Sales Policies. New York, Cotton-Textile 
Institute, Inc., 1928. 39 p. 


CREDIT 
Dagger, H. G. Foreign Credits. ACCOUNTANT, September 8, 1928, p. 323-5. 


DEPARTMENT STORES 
Costs 
Harvard University. Graduate School of Business Administration. Bureau 
of Business Research and National Retail Dry Goods Association. Oper- 
ating Expenses of Department Stores and Departmentized Specialty Stores in 
1927. Soldier’s Field, Boston, Bureau of Business Research, Harvard 
University, 1928. 39 p. (Bulletin no. 74.) 


397 














nm — ir _ naa we 


7 
— 


i 
- 
: 

7 


The Journal of Accountancy 








DISCOUNTS 


Paton, William A. Special Applications of Discounting. JOURNAL oF Ac. 
COUNTANCY, October, 1928, p. 270-82. 


ENGINEERING 
Cost Accounting 


Bell, William. Distribution of Oncost with Particular Reference to an Engineer. 
ing Establishment. Cost ACCOUNTANT, August, 1928, p. 74-81. 


EXECUTORS AND TRUSTEES 
Accounting 


England, T. L. Accuracy and Simplicity in Trust Accoumting; Statements 
Rendered to Beneficiaries. Trust ComMPANIES, August, 1928, p. 181-3, 


HOLDING COMPANIES 


Nixon, Edwin. Holding Companies. COMMONWEALTH JOURNAL oF Ac- 
COUNTANCY, August, 1928, p. 362-7. 


HOSPITALS 
Accounting 
Sawyer, Albert E. Why the Hospital Needs Sound Accounting Methods. 
MODERN HospPITAL, June, 1928, p. 49-55. 


INVENTORIES 

Feigenbaum, Frank. Vaiuation of Inventories Covered by “ Firm Sales” 
Contracts. NATIONAL INCOME TAX MaGazINE, September, 1928, p. 
330-3, 349. 

INVESTMENT COMPANIES 
Accounting 

Galston, Arthur. Security Syndicate Operations, Organization, Management 
and Accounting; Written under the Auspices of the Investment Bankers’ 
Association of America, Publications Committee. Edition 2, Revised and 
Enlarged. New York, Ronald Press Company, c1928. 95 p. 


INVESTMENT TRUSTS 
Williams, Marshall H. Investment Trusts in America. New York, Macmillan 
Company, 1928. 152 p. 


INVESTMENTS AND SECURITIES 
Woodward, Walter H. Profits in Insurance Stocks. New York, Macmillan 
Company, c1928. 122 p. 


IRON AND STEEL 
Cost Accounting 
Steel Founders’ Society of America. Standard Cost Finding Practice for Steel 
_— Pittsburgh, Pa., Steel Founder’s Society of America, 1927. 
p. 
LEASEHOLDS 
McMichael, Stanley L. Long and Short Term Leaseholds Including Ninety- 
Nine Year Leases. Edition 3, Cleveland, Ohio, c1925. 382 p. 


MUNICIPAL 
Accounting 
Doris, A. L. Operation of the Bureau of Municipal Accounts in the New York 
State Comptroller's Office. COMPTROLLER, August, 1928, p. 20-5. 
Vincent, T.H. Municipal Accountancy Systems. ACCOUNTANT, September 1, 
1928, p. 291-302. 


398 


























Current Literature 








OFFICE MANAGEMENT 


Clark, C. Milton. Cost of Office Work. New York, National Association of 
Cost Accountants, September 1, 1928. (N. A. C. A. Bulletin, v. 10, 
no. 1, Section 2, p. 20, 22-24.) 


PHOTO-ENGRAVING 
Costs 
Lawrence, W. B. More Plate Costs. PHoTo-ENGRAVERS BULLETiN, Septem- 
ber, 1928, p. 63-9. 
PROSPECTUSES 


Stretton, Leonard E. B. Some Aspects of Company Prospectuses. Avus- 
TRALASIAN ACCOUNTANT AND SECRETARY, August, 1928, p. 238-42. 


RAILROADS 
Accounting 
Parmelee, J. H. By-Products of Railway Accounting. Sonam, dD. C., 
Railway Accounting Officers Association, 1928. 12 p 
Cost Accounting 


Balch, C. F. Railways and Cost Accounting; with Discussion. New York, 
National Association of Cost Accountants, September 1, 1928. (N. A 
C. A. Bulletin, v. 10, no. 1, Section 1, p. 1-18.) 


REPORTS 


Gregory, Homer E. Accounting Reports in Business Management. New 
York, Ronald Press Company, c1928. 445 p. 


ROADS AND HIGHWAYS 
Accounting 
Jones, R. L. Accounting for Highway Expenditures. Arizona HiGHWays, 
September, 1928, p. 13-14, 20. 
Cost Accounting 
Brown, W.H. Principles of Accounting as Applied to Highway Cost Keeping. 
ROADS AND STREETS, August, 1928, p. 413-15. 
Zoller, J. L. Accounting for Highway Expenditure. Cost and Management, 
July, 1928, p. 25-32. 
SELLING EXPENSES 
Warwick, H. Costs of the Selling Department. Cost ACCOUNTANT, July, 1928, 
p. 52-7. 
STATEMENTS 
Consolidated 
Perry, Donald P. Special Problems of Consolidated Income Statements. L. R. 
B. & M. JouRNAL, September, 1928, p. 1-5, 19. 
Financial 
Powell,G. M. Certified Statement of Condition. CERTIFIED PuBLIC ACCOUNT- 
ANT, August, 1928, p. 231-2, 250-1. 


STOCK 
No Par Value 
Wildman, John R. and Powell, Weldon. Capital Stock without Par Value. 
Chicago, A. W. Shaw Company, 1928. 553 p. 
TAXATION, AUSTRALIA 
Income and Excess Profits 


White, S. McKellar. Income Tax, Law and Practice. COMMONWEALTH 
JOURNAL oF ACCOUNTANCY, July, August, 1928, p. 336-41, 367-70. 


399 





Ls 















































The Journal of Accountancy 








TAXATION, GREAT BRITAIN 
Income and Excess Profits 


Great Britain. Finance Act, 1928. (18 and 19 George 5,EChapter 17) 
London, H. M. Stationery Office. 39 p. 

Tolley, C. H. Adjustment of Accounts for Income Tax Purposes. Account. 
ANTS’ JOURNAL (England), September, 1928, p. 371-81. 


TAXATION, UNITED STATES 
Income and Excess Profits 


Ravenel, Henry. Trusts, Associations and Joint Ventures under Income Tax 
Laws. NATIONAL INCOME TAX MAGAZINE, August, 1928. p. 287-90. 


THEATERS 


Franklin, Harold B. Motion Picture Theater Management. New York, 
Doubleday, Doran and Company, Inc., 1928. 365 p. 


TIME STUDIES 


Baum, William. Broader Conception of Time Studies and Wage Incentives. 
New York, National Association of Cost Accountants, September 15, 
1928. (N. A.C. A. BULLETIN, v. 10, no. 2, Section 2, p. 76, 78-83.) 


WOOL AND WORSTED 
Costs 


Baldwin, Charles E. Time and Labor Cost of Production in the Woolen and 
Worsted Industry: United States, England, France and Germany. MONTHLY 
LaBOR REVIEW OF UNITED STATES BUREAU OF LABOR STATISTICS, 
September, 1928, p. 1-26. 


Addresses of Periodicals 


Accountant, 6 Kirby Street, London E. C. 1, England. 

Accountants’ Journal (England), 6 Kirby Street, London E. C. 1, ;~ —4 

Alarm Clock, Horwath and Horwath, 551 Fifth Avenue, New York, N N. Y 

American Accountant, 225 Broadway, New York, 

a Accountant and Secretary, Abe rdeen House, 528-30 Collins Street, Melbourne, 
Australia. 

Canadian Machinery and Manufacturing News, 217 Richmond Street Wi: Toronto, Canada. 

Certified Public Accountant, 421 Woodward Building, Washington, D. 

Commonwealth Journal of Accountancy, 59 William Street, Me — Australia. 

Comptroller, 501 City Halli, Chicago, III. 

Contract Record and Engineering Review, 347 Adelaide Street, Toronto, Canada. 

Cost Accountant, 6 Duke Street, St. James, London S. W. 1, England. 

Cost and Management, 81 Victoria Street, Toronto, Canada. 

Electric Railway Journal, Tenth Avenue and 36 Street, New York, N. Y. 

Factory and Industrial Management, 285 Madison Ave nue, New York, N. Y. 

Gas Age-Record, 9 East 38 Street, New York, N. 

Ice and Refrigeration, 5707 W. Lake Street, Chicago, Ill. 

pnearnaseaes Accountants’ Journal, 50 Gresham Street Bank, London E. C. 2, England. 

L. B. & M. Journal, 110 William Street, New York, 

NY td Industries, 15 East 26 Street, New York, N. y. 

Monthly Labor Review of United States Bureau of Labor Statistics, Government Printing 
Office, Washington, D. C. 

National Income Tax Magazine, Illinois Merchants Bank Building, Chicago, III. 

Photo-Engravers Bulletin; Official Journal of the American Photo-Engravers Association, 
863 Monadnock Block, Chicago, Ill. 

Queensland Accountants and Secretaries’ Journal, Union Trustee Chamber, Queen Street, 
Brisbane, Australia. 

Roads and Streets, Gillette Publishing Company, 221 East 20 Street, Chicago, II. 

Trust Companies, 55 Liberty Street, New York, N. Y 


